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UNDAMENTALLY, the cause of the severe decline in all se- 
curities—bonds, railroad stocks, steels, coppers and miscellaneous 
issues—is undoubtedly to be found in a growing realization of 
the extent of the readjustment which will be necessary in order 
that the United States may apply its full energies to the prose- 
cution of the war. 

With their usual spirit of optimism, American investors had 
underestimated the weight of the war in its demands upon our 
supplies of capital and upon our industrial energies. Little by little the real 
situation began to dawn on security holders, and the natural result was a wide- 
spread feeling of discouragement as to the possibilities of higher prices or even 
of maintaming present quotations. 

Among the various items which have contributed to the growth of this state 
of mind may be mentioned the steady increase in estimates of the cost of the 
war to this country; the collapse of the Russian defense, with the probability 
that it will result in bracing up the failing courage of the Teutonic nations and 
thus prolonging the war; higher money rates, and increasing difficulty in cor- 
poration borrowing: the urgency with which the ultra-radical tax proposals were 
pushed in the Senate: and fears that the Government’s policy of price fixing 
may cause very sharp decreases in the earnings of many corporations. 


The New War Credit Bill 
HE War Credit Bill authorizing over $11,500,000,000 in bonds and cer- 


tificates was enough in itself to jar the nerves of investors. Whether 
the $7,538,000,000 of 4 per cent. bonds, subject to super taxes and war 
profits taxes but not to the normal income tax, shall be made convertible 
into any future issues at a higher rate of interest, is left to the discretion of 
the Secretary of the Treasury in the bill as passed by the House. 
If these bonds are made convertible, it will pay all small holders of the 
3% per cent. convertibles already issued to convert their holdings into the new 
bonds. If the new bonds are non-convertible, it may be to the advantage of the 
holder of the 314s to await any future issues at a still higher rate, since he will 
have the same privilege of converting into those. 
It is expected that $3,000,000,000 of the newly authorized bonds will be 
offered very soon. No doubt is felt as to the success of the offering. 
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Antagonism Toward Capital 
N element in the situation which has attracted less comment than might 
have been expected is the antagonistic attitude of Congress toward capi- 
tal. “Let the wealthy pay for the war” has become the slogan of those 
who are not wealthy. 

If this meant merely that the cost of the war should be distributed as 
nearly as possible in proportion to the individual’s ability to pay, every one 
would at once accept the proposition as equitable. But under pending legisla- 
tion it means a great deal more than that. Small incomes are to escape taxation, 
while large incomes are to be taxed even as high as 50 per cent. The main part 
of the burden is to be levied upon the big corporations and the big capitalists. 

Against the heavy taxation of big incomes the fortunate possessors of those 
incomes have made no protest. Equally heavy taxation of corporation profits 
has evoked only mild objections. In a sense, all is fairin war. In order to raise 
the tremendous sums necessary, the Government must tax where the money is. 

But it would be too much to expect that this spirit of antagonism toward 
wealth at a time when patriotic co-operation against the enemy should be the 
watch-word, should not generate a feeling of depression and discouragement 
among those who must bear the heaviest burden, and result in a desire to place 
themselves in as liquid a condition as possible by the sale of their security 
holdings even at a considerable sacrifice. ~ r 

There has recently been some apparent reaction in Congress against this 
ultra-radical plan of taxation and it is certainly to be hoped that conservative 
counsels may prevail. Class antagonism must be shelved until we have won 
the war. We shall have plenty of time to fight among ourselves when we have 
finished fighting the enemy. 


Protecting Our Gold Supply 
HERE can be no doubt of the wisdom of the President’s action in placing 


exports of gold under the direct control of the Federal Reserve Board, 

which is to permit such exports “only when compatible with the public 

interest.” This is, of course, a war measure. An embargo on gold ex- 
ports would be rarely, if ever, defensible in a time of peace. 

Since we entered the war there has been a progressive increase in our ex- 
ports of gold as compared with imports, until for the entire period the net 
balance of exports now amounts to $60,000,000 or $70,000,000. This is not a 
serious loss, but the tendency is somewhat disturbing. 


Causes of Gold Exports 
HERE are two reasons for this reversal of the gold movement. First. 


the artificial maintenance of the exchange rate at New York on London 

while it is not so maintained at other points. Therefore exchange deal- 

ers in Spain, Japan and other nations find it profitable to sell sterling 
exchange at New York. Since this is the highest market for sterling, it pays 
everybody to sell here when sales are to be made. And these sales are paid for 
in gold, thus causing an outward flow of that metal. 

The net result is that our gold stock is being reduced to pay England’s 
trade balance with other nations. So far as possible, our bankers have dis- 
couraged this movement for patriotic reasons, even at a sacrifice of profits. 
Nevertheless, since any one can withdraw gold from the Treasury in exchange 
for paper money, some gold exports have inevitably resulted. 

The second cause of the gold exports lies in our own trade relations with 
other countries. Our embargo on exports of many classes of merchandise pre- 
vents from exchanging them in the natural way for our merchandise imports. 
But imports have to be paid for in some way—if not in merchandise, then in 

gold. Hence more gold exports. 
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Why Gold Should be Retained 
NDER normal conditions the flow of gold from one nation to another 


takes care of itself and any interference with it is unwise. If any 
See] country imports large amounts of gold the result is a gradual advance 
——— in its general scale of prices because of the stimulation of credit through 
overflowing bank reserves. It thus becomes a favorable market for other 
countries to sell their merchandise in; its imports of merchandise increase; 
and gold soon begins to flow out again to pay for those imports. Thus the gold 
supply automatically adjusts itself 

The war, however, has upset normal economic conditions. The total 
amount of money in the world—gold, silver and paper—is now very near 
twice what it was in 1913. The rise in prices has roughly corresponded wi 
the increase in money. 

It is, therefore, a poor time to pay out gold for merchandise—since the 
same number of dollars in gold will buy only about half as much as before the 
war. From this point of view, it is simply good business judgment to hold as 
much of our present gold supply as peaks until peace returns. 

It is also important for us to keep as much gold as we can in our bank 
reserves and in the Federal banks. ar requires the creation of credit on a 
large scale and the gold may be needed to support these new credits. 

The Treasury will not now place any general restrictions on exports of gold 
to pay legitimate trade balances, but exporters will be required to show that 
none of the gold will reach the hands of the enemy. What further restrictions 
may be found necessary later will depend upon the duration of the war. 


Difficulty of Corporation Borrowing 


ETHLEHEM Steel’s recent issue of preferred stock meant that the com- 
iB any was paying approximately 9 per cent. for the money obtained. 
Even the 90-day bills of the British Treasury are being offered here 
at a 514 per cent. rate. The two-year notes of the Seaboard Air Line 
are being offered to yield the investor 7 per cent. After deduction of commis- 
sions “— expenses the money will cost the road nearly 8 per cent. 

These items illustrate the extreme difficulty of getting money for corpora- 
tion purposes in competition with the Government’s demands and shed an im- 
portant light on the fall in the prices of investment securities generally. If the 
investor can buy good short term notes to yield him 7 per cent., why should he 
buy, or even retain, long term bonds or stocks which yield him a substantially 
smaller return? 


- 


=. 
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The Market Prospect 


fal y PNDUSTRIALLY, the outlook is satisfactory, although there is some 
rd T slight decrease in activity. Iron production fell off a little in August 
Kerem) Owing to the shortage of coke. Iron and steel prices have declined 

= somewhat in the expectation of lower prices to be fixed by the Govern- 
ment. Copper has steadied around 26 cents. There are persistent reports that 
the Government will fix the price of steel at $65 to $70 and copper at 25 cents, 
but it is not safe to make commitments on the strength of rumors. General 
buying is still checked pending the Government’s decision. A record corn 
crop is practically assured and other crops will be well up to the average. The 
limit to business activity lies, not in the demand, but in the available supply 
of labor and of transportation facilities. 

The stock market, as this is written, is resting and readjusting itself to the 
lower plane of prices now reached. There has been some investment buying 
by the public, but it is not yet clear whether large interests are inclined to 
accumulate or distribute further lines of stock at this level. A neutral position, 
therefore, seems best at the moment. —September 11, 1917. 




















Effect of the War on British Securities 


What Conclusions May Be Drawn as to Its Influence on 
American Stocks? —Similarities and Differences— 
Movements of Different Classes of Eng- 


lish Stocks 





By WILLIAM T. CONNORS 





long as the United States re- 

mained the principal neutral 

we were able to reap wonder- 

ful profits from the urgent ne- 
cessities of Europe. Our situation was 
in many respects almost opposite to 
that of England. But with our entry 
into the war we ranged ourselves side 
by side with England. 

The question of what the war did to 
British stocks is therefore of consider- 
able interest as having a possible bear- 
ing on what may happen to American 
stocks now that we are in the war. 

We are not only sharing the burden 
with our allies, but financially we are 
bearing more than our share. In a 
sense we are repaying Europe for the 
big profits we made out of the war dur- 
ing the first three years, by assuming 
more than our part of the financial re- 
sponsibility now. Will this heavy 
financial pressure affect our stocks as 
it has already affected England’s? 

In attempting to answer this ques- 
tion, or at least to decide how far it 
can be answered and how far it must 
be left unanswered, we have to bear in 
mind the fact that the samé¢ combina- 
tion of conditions in the security 
markets is never repeated. 

We may reasonably assume that a 
single condition always has the same 
effect. However, we cannot prove 
even that limited assumption, since no 
one condition can ever be isolated for 
separate examination. The movements 
of prices are always the outgrowth of 
many and complicated factors acting 
together. 

That is the weakness of the “his- 
torical parallel,” and explains why 
comparisons with the past so often re- 
sult in wrong conclusions. The forma- 
tion of a sound judgment in regard to 
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investment probabilities always in- 
volves the weighing and balancing of 
numerous influences, some of which 
have often been seen before, while 
others are perhaps entirely new; and 
the soundness of the judgment arrived 
at depends very largely upon correctly 
estimating the relative importance of 
the various factors entering into the 
problem. 

It must be from this point of view, 
therefore, that we consider the effect 
of war on English stocks and attempt 
to draw some tentative conclusions as 
to American investment prospects. 


Similarities and Differences 


There are certain obvious similari- 
ties between our position and that of 
England in 1914, and there are certain 
differences which are perhaps not quite 
so obvious. 

An important similarity is that we 
were in nearly the same condition of 
unpreparedness when we entered the 
war that England was when she too' 
up arms. In fact, we have to make an 
even greater effort of organization and 
high speed production, for the war is 
now vastly bigger than it was in 1914. 
The quantities of ammunition, heavy 
guns, airplanes, destroyers, and so on, 
that are now recognized as necessary, 
are far beyond the wildest dreams of 
1914. 

Another similarity is that we are now 
the banker for our allies, just as Eng- 
land was the banker for her allies be- 
fore last Mareh—in fact, to an even 
greater extent, owing to the rapid 
increase in the cost of the war and to 
the partial exhaustion of Europe’s fi- 
nancial resources. During the com- 
paratively short time that has elapsed 
since we joined in the conflict we have 
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already loaned to our allies $2,266,400,- 
000, nearly half of which has been ad- 
vanced to Great Britain. And it is 
evident that we must continue to make 
loans on a very large scale. The war 
credit bill which has just passed the 
House provides for new credits to our 
allies of $4,000,000,000. 

The most notable difference between 
our position now and that of Britain 
three years ago is that the war is three 
years old. That means that the burden 
on us, although heavier, will probably 
not last so long. 

We cannot, it is true, assume any 
definite time limit for the end of the 
war, but the exhausted condition of 
all the European participants greatly 
increases the probability of peace 
within, let us say, a year. And it must 
be remembered that investment markets 
are influenced by probabilities almost ex- 
actly in proportion to the degree of the 
probability. 

Incidentally, the fact that the war 
is over three years old gives us the 
benefit of the experience of our allies. 
We shall doubtless make fewer and 
less costly mistakes than they made in 
1914 and 1915. Our expenditures will 
be more intelligent, better managed, 
more judiciously aimed at the essential 
necessities of the situation. 

Another difference is that we cannot 
sell our securities to neutrals as the 
allies sold theirs to us before we joined 
them. The American stocks and bonds 
sold back to us and the big issues of 
foreign Government bonds which we 
absorbed were a very important help 
to Britain in sustaining the burden of 
the allied finances. We must do with- 
out any such help as that. We have 
only our own resources to depend 
upon. 

On the other hand, we entered the 
war with a big back-log of war profits 
already earned and with nearly all our 
industries in a condition of unexampled 
activity. This is a situation consider- 
ably different from industrial condi- 
tions in England in 1914. But so far 
as investment markets are concerned 
there is a boomerang attached to this 
position of vantage, in that we began 


the war with our stock market prices 
at a high level in response to the great 
industrial activity that then prevailed 
—hence prices have more room to fall. 
Still another difference is that the 
great quantity of work done for the 
allies in the manufacture of munitions 
and war supplies had already put us in 
a position to do the same work for 
ourselves more promptly and effectively 
than we could otherwise have done it. 


Movements of British Stocks 


With these points in mind, then, let 
us examine the movements of the dif- 
ferent classes of English stocks since 
the war began. The London Bankers’ 
Magazine prints every month a table 
giving the total market value in 
pounds of the total stock capitaliza- 
tion of groups of companies in differ- 
ent departments of industry. This is a 
rather awkward way to come at it, 
since actual prices of the shares, or av- 
erage prices of the various groups, are 
not shown. For that reason the sev- 
eral scales in the graphic with this 
article do not show prices but repre- 
sent thousands of pounds in value. 
However, this answers our purpose in 
showing the general course of prices in 
the different groups of stocks. The 
figures on which the graphic is based 
were compiled from the Bankers’ Maga- 
zine by the Babson Statistical Organi- 
zation. 

It will be noted at once that there 
is a good deal of difference in the 
trend of prices in the different groups 
of stocks. 

Shipping stocks remained practically 
stationary down to the middle of 1915 
and thereafter advanced steadily, as a 
result of the tremendous demand for 
ocean freight room—and this in spite 
of the very heavy tax of 80 per cent. 
laid upon war profits in England. 

Copper stocks dropped sharply when 
the war opened, but beginning with 
October, 1915, they started upon a pro- 
longed advance which has been well 
sustained down to date. 

Iron, coal and steel stocks behaved 
in a rather peculiar manner. When 
the British investment markets re- 
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PRICE FLUCTUATIONS SINCE THE WAR STARTED OF THE LEADING GROUPS OF 
SECURITIES IN THE BRITISH MARKETS 
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opened in January, 1915, these stocks 
were at a higher level than in June, 
1914. During the remainder of 1915 
they fell sharply, but in 1916 their ad- 
vanee was equally rapid and the gain 


has been fairly maintained on the whole 

Other industrial stocks declined un- 
til October, 1915, then rallied irregu- 
larly, but are still much below their 
pre-war prices. 
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Telephone and telegraph stocks, 
after irregular fluctuations, are now a 
little higher than before the war; but 
gas, electric and other utility stocks 
have been persistently heavy and are 
now near their lowest prices. 

In spite of these differences, we note 
that all stocks declined during the first 
year of the war, although the fall in the 
shipping stocks was trifling. 

We see also that public utility stocks 
have been unable to rally from their de- 
cline, with the exception of the tele- 
phone and telegraph stocks. Bank 
stocks also have shown but little ad- 
vance since their sharp break in 1915. 

The classes of stocks which have ad- 
vanced since the middle of 1915 are as 
follows, in order of relative strength: 

Shipping stocks. 

Copper stocks. 

Iron, coal and steel stocks. 

Telephone and telegraph stocks. 

Miscellaneous industrial stocks. 

Bank stocks (rally very slight.) 

Tentative Conclusions 


In spite of the complication of con- 


ditions, we are apparently warranted in 
drawing the conclusion that stocks of 
American companies not ‘producing war 
materials or supplies are likely to con- 
tinue heavy until peace is in sight. 

Other industrial stocks have so fa: 
followed the British example of declin- 
ing after our entrance into the war. 
Whether they will follow out the par- 
allel by advancing later as a result of 
their participation in the big war ex- 
penditures is a most difficult question 
to decide, chiefly because: 


(1) We are much nearer peace than 
in 1915. 


(2) The drain on our resources is 
now heavier in proportion than the 
strain on England in the first year of 
the war. 

Other minor differences have been al- 
ready mentioned. 

English railroad stocks are not in- 
cluded in the graphic because the Brit- 
ish Government took over the railroads 
at the beginning of the war and has 
since operated them. 








UNITED STATES INDUSTRIAL ALCOHOL 


Editor of The Magazine of Wall Street: 


New York, Sept. 8, 1917. 


One of your readers calls my attention to the statement of a Wall Street 











news bureau, evidently referring to my article in your August 18 issue, to the 
effect that the earnings on Industrial Alcohol common were not 99 per cent. in 
1916 but were only 36.14 per cent., and that the $7,529,000 increase in property 
account not otherwise accounted for was due to “a consolidation of the balance 
sheets of the U. S. Industrial Alcohol with that of the Cuba Distilling Company.” 
This statement is said to be “on authority.” 

So far as I know this is the first semi-official statement of the exact source 
of this $7,529,000 increase in net assets. The company bought Cuba Distilling 
at a bargain in 1915 and since then that subsidiary has rolled up war earnings 
at a tremendous rate. These earnings, after the two balance sheets were com- 
bined, bobbed up in the 1916 statement of Industrial Alcohol’s property assets. 

The most important point is not where these new assets came from, but 
where they went to. The Industrial Aleohol Company got them; and its earn- 
ings as shown in the income account plus the increase in its property owned, 
which first appeared on its books in 1916, make a total of about 99 per cent. on 
the stock. It is merely a question of words whether we call all this “income” or 
“increase in assets.” The point is that Industrial Alcohol got the money. 

Its income in 1917 is stated to be running at the rate of 100 per cent. on 
the stock, and it seems clear to me that what might properly be called its income 
in 1916 was not much below that figure, when the profits of Cuba Distilling are 
taken into account. Yours very truly, 

T. CONNORS. 


WILLIA 





























LEADERS IN AMERICAN FINANCE AND BUSINESS 


E. G. HOTHORN, OF L. VOGELSTEIN & CO. 


“Any real contribution to 
an intelligent comprehension 


of financial affairs such as is 
furnished by THE MAGAZINE 
OF WALL STREET, is an im- 
portant factor in the coun- n 
try’s business and economic 


development.” 
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Leading Opinions 


About Financial, Investment and Business Conditions 





“Government Ownership 
Probable”—E. P. Ripley 


A Chicago dispatch quotes President 
Ripley, of the Atchison, Topeka & Santa 
Fe Railroad Co. as saying: 


“IT have never ceased to believe that Gov- 
ernment ownership of the railroads is not 
merely a possibility, but a high probability. 
The way matters are going, the do vernment 
must step in and take charge, unless mean- 
while some other means of saving the rail- 
roads is found. 

“A happy solution of the railway problem 
is not likely to come out of Congress, which 
is filled with a peculiar kind of experimental- 
ists whose ignorance of business emboldens 
them to undertake any sort of business legis- 
lation confidently. 

“The Atchison has been in an exceptional 
position in that it had bought a lot of material 
at normal prices. This has enabled the com- 
pany to show thus far an increase in net earn- 
ings in quite fair proportion to the enhance- 
ment of gross.” 


Samuel Untermyer 
on War Taxes 


Samuel Untermyer says in part in the New 
York World: “To take 40% of excess profits 
is the utmost limit of public safety, provided 
it is deemed advisable that businesses 
shall expand to meet ever-increasing require- 
ments for war purposes. It is a popular fal- 
lacy that profits are synonymous with cash 
profits. In a manufacturing plant it is essen- 
tial that the bulk of bookkeeping profits be 
constantly re-invested in plant. 

“To take first 6% of entire earnings and 
then commandeer in cash more than half the 
so-called ‘excess profits’ will prove a bitter 
disappointment from revenue standpoint, and 
a disaster as an economic experimént. There 
is no great manufacturing company that has 
or has had at any time as much as 50% of 
total net profits in its treasury, including all 
dividends paid common stockholders. 

“Alleged experience of Great Britain with 
its 80% excess profits tax after three years of 
war is no fair criterion. The experiment is 
too recent for fair test of results. We do not 
yet know to what extent government aid has 
been given their industries in credits through 
the Bank of England and associated banks to 
finance requirements for improvements and 
working capital. Issue of securities is on an 
entirely different basis there; they have en- 
lightened laws requiring fullest disclosure of 
every fact pertaining to securities offered. 

“Most important of all, we are proposing 
to establish excess profits ‘by comparison with 
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the averages of 1911, 1912 and 1913—almost the 
worst averages in our history. Under the 
British laws 80% has no such drastic meaning 
as 50% with us based on 1911-1913. 

“I feel that large additional surtaxes on 
incomes of $200,000 and over will defeat their 
purpose and precipitate a panic in real estate 
and security values. Under the proposed scale, 
every man with an income over $200,000 would 
increase his net income by selling almost every 
listed security he has and investing in State 
and municipal bonds. This additional surtax 
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—Evening Mail. 
“MY DEAR, TELL UNCLE 
SAM WE DIDN’T RAISE OUR BOY TO BE A 
SOLDIER.” 


WALL STREET: 





is likely to remove capital from the arena of 
business wherever it can be withdrawn.” 


Max May Discusses 
Money Rates 
In an interesting article in the New 

York Tribune Max May of the Guar- 
anty Trust Co. points out that rather 
stiff money rates the coming autumn are 
not unlikely as the heavy crop movement 
encounters car shortage. He contends 
that readjustment of operations to a new 
scale is mecessary to meet conditions 
brought about by high priced crops and 
railroad congestion. 
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With crop values increased billions of dol- 
lars over those of any previous year, which 
must be financed by this country, the United 
States faces the problem of quickly expand- 
ing its financial and commercial facilities in 
an unprecedented manner. Bankers through- 
out the country are awakening to the realiza- 
tion that they must suddenly readjust: their 
vision as well as operations to a scale which 
can successfully cope with a situation unique 
in their experiences and in the history of 
America. 

The result of these unanticipated conditions 
is bound to be epochal. The crop situation 
is one of the many evidences of colossal ex- 
pansion in all directions which is swiftly but 
surely leading the United States toward the 
world’s domination. It is impossible to fore- 
cast the volume of money that will be needed 
to move the harvests. The figures of normal 
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THE TONIC IS NO SECRET, EITHER. 
times offer no criterion for the present be- 
cause they bear no relation to the conditions 
prevailing today and, therefore, cannot be used 
as a basis of computation. Everything is so 
much higher in price that the amount of 
money required for the crop movements is 
simply tremendous. 

\ close if not a tight money market this 
fall is looked for. Interest rates are bound 
to be well maintained. There will be some 





measure of relief by the proper functioning of 
the Federal Reserve system, yet the great 
demands for money are certain to put it at 
a premium. 


Save Gasoline 
‘by Taxing It 


The executive head of one of the 





countrys most efficient pleasure cars in 
commenting upon the probable effect 
upon the automobile industry of the agi- 
tation for reduced pleasure riding, says, 
according to The Wall Street Journal : 


“Newspaper talk about the desire of the 
Government to conserve the supply of gaso- 
line is so much advertising. If there is enough 
talk, i. e., enough advertising, motorcar riding 
will be curtailed to some extent. Thefe has 
been constant newspaper agitation on the sub- 
ject of economy in food, but has there been 
any marked saving? 

“The publicity so far put out regarding the 
conservation of gasoline has not indicated 
the necessity of going to the extreme. Even 
if the necessity is great, I do not believe ade- 
quate results can be obtained by newspaper 
talk. It seems to me that the practical, sen- 
sible course to take is for the Government to 
tax gasoline, and tax it regardless of what it 
is used fdr. The more gasoline costs the more 
careful people are in the use of it. If the 
Government makes the cost high by taxation 
the Government gets a revenue, and gets its 
own gasoline cheaper than it will if the price 
goes up because of the free use of gasoline 
and the price will go up unless the use o/ 
gasoline is restricted.” 


“Record Coal 
Output”—E. E. Loomis 


Dow, Jones & Co., quotes President 
E. E. Loomis, of the Lehigh Valley Coal 
Co. as saying: 

“The prices fixed by the President are no 
surprise to us. They practically represent 
what we have been getting for our coal re- 
cently. We had reason to believe Govern- 
mental authorities had studied the situation 
carefully and that the President saw fit to 
accept the prices of the larger companies in- 
dicates satisfaction with the way the business 
of those companies has been conducted. 

“It is gratifying to note the recognition on 
the part of the Government of the benefits 
to the coal consumers by the operation of the 
mining industry in large units. Many of the 
operations authorized under this ruling to 
charge 75 cents per ton more for the product, 
were owned or controlled by the large com- 
panies before being divorced by the Govern- 
ment. 

“I believe the President’s action will tend to 
stabilize retail prices. So far as our com- 
panies are concerned, we will go ahead with 
our announced policy of mining every ton of 
coal possible. e expect to break all our 
records for mining this year.” 


H. L. Doherty on 
Public Utilities 
Henry L. Doherty recently said of 
the present condition of the public util- 
ity industry: 
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“While the present situation in regard to 
public utilities or any other branch of business 
where the selling price is more or less fixed, 
is annoying, yet I feel that the period through 
which we are now passing will prove to be a 
healthful one for public utility enterprises and 
public utility securities. 

“It is somewhat disturbing to the public 
utility company to see everything that they 
buy advanced at will over night, and without 
review of any public body, while they in turn 
can only get an increased price for their com- 
modity after a protracted public hearing by a 
State public utility commission or some similar 
governmental agency. 

“Constant improvement in the public utility 
field of operation, and especially the ability to 
generate power at a lower and lower cost, 
has brought about constant reductions in 
price, until the public had begun to look for 
changes in price only in a downward direc- 
tion. The present situation will require a re- 
survey of the public utility company from a 
new angle. 

“Relief from the present situation is purely 
a matter of time. The public utility companies 
have been performing a service at a price far 
below the value of this service to the con- 
sumer; therefore there is no danger of loss 
of trade by higher prices. The public utilities 
commissions realize the situation. Their atti- 
tude is constructive. Delay is our only com- 
plaint. 

“The present situation will curb public 
opinion in the belief that it is entitled to a 
constant lowering of prices, and will also 
make possible reforms in the method of 
charging.” 


Meeting the 
Labor Shortage 


How to conduct his business with less 
labor, how to fill the places of those 
entering the various branches of govern- 
ment service, where to find acceptable 
substitutes for them, how to meet the ris- 
ing wage scale—these and similar prob- 
lems are pressing the business man for 
careful consideration, writes Prof. R. E. 
Heilman in the September System. 

The outstanding fact in the present situa- 
tion is the shortage of labor. It must not be 
forgotten that our situation is different from 
that in any previous war. It is now the task 
of American industry not only to supply our 
own government with supplies and equipment 
for naval and military purposes, but in addition 
we must provide munitions, military and naval 
supplies, as well as foodstuffs, clothing, and 


commodities for civilian consumption to the ~ 


allied countries. No such obligation has ever 
rested on us in our previous wars. To pro- 
vide for the wants of our people, of our 


government, and of the Allies, our industries 
must be fully manned. This means a strong 
demand for labor. 





_To meet this demand, we shall soon have a 
diminished supply of labor. The inflow of 
labor’ which in the past has been made avail- 
able through immigration has been largely 
cut off. Immigration into this country aver- 
aged 100,678 per month during the years of 
1913 and 1914, but it fell off to 46,808 a month 
in 1916, and to 19,238 in February of 1917. 

The present industrial situation is one of 
vital concern to all business men and em- 
ployers. Adjusting or reorganizing his busi- 
ness, so that it can best meet the present crisis, 
is the patriotic duty of every producer. For 
victory depends not alone upon the armies of 
production but as well upon the armies in the 
training camps and in the trenches. 
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Excess Profits 
into Liberty Bonds 


A plan for marketing Liberty bonds 
without increasing the rate of interest, 
and which provides a fund for the retire- 
ment of the bonds in a period of years, is 
outlined by a writer in The Wall Street 
Journal. 


Assuming that the United States will be 
obliged to pay increased rates of interest over 
and above 344% on any money that it bor- 
rows for the expenses of the war, based upon 
the experience of Great Britain and other 
powers, he says, it would be wise for the 
Government to plan its finances so as to have 
a large and certain market for all future 
bonds that it may be necessary to issue, at a 
rate not higher than 314%. 

“Let the Government ‘do away with the 
present plan of taxation on profits and adopt 
the following: Tax all excess profits 789 
of this 78% the corporation to pay to the 
Government 18% in cash and for the 
purchase of an equal amount of Liberty 34% 
bonds at par. This should establish a market 
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for a majority of the 344% Liberty bonds the 
Government will be obliged to issue in the 
future. The 18% in cash which is paid to the 
Government should be used in creating a sink- 
ing fund which would become a subscriber to 
the Government 344% bonds the same as the 
corporations. The income and principal of 
the sinking fund invested at 344% would pay 
off over Soa of the bonds inside of thirty 


years, 
“In addition to the above and assuming it to 
be correct, the Government will have to pay 
41%4% for future money. By this method 
there would be a saving of at least 1%. Busi- 
ness would not be interfered with and supply 
and demand should govern the price for all 
customers outside of the Government. 


Investment Banker 
and the West 


“The Relation of the Investment 
Banker to the Development of the West” 
was the subject of an address delivered 
by F. A. Freeman, vice-president of the 
Lumbermen’s Trust Co. of Portland, 
Ore., before the Idaho Bankers’ Associa- 
tion at Boise recently. The burden of 
providing capital for the great develop- 
ment of the west, said Mr. Freeman, falls 
upon the investment bankers of America. 
Asserting that great quantities of funds 
were furnished by English and Scotch 
capital for Pacific Northwest develop- 
ment prior to the war, he pointed out 
that that was no longer available, and 
added : 


“The American public must be educated to 
the advantages of municipal bond investment. 
The Western banker knows the Western coun- 
try better than any one else and has a better 
idea of credit values. All banks buy bonds. 
Buying Western securities means furthering 
Western development. Comparatively speak- 
ing, municipal bonds are more easily con- 
verted and have greater security than any 
other character of investment obtainable. 
Every bank carries secondary reserve invest- 
ment for quick conversion into cash upon 
necessity. It is simply a matter of business 
judgment as to whether it is more desirable 
to carry commercial paper, Eastern bonds or 
Western municipals. 

“There is one thing that the commercial 
bankers should not overlook, and that is the 
advantages of making your country known 
to the Easterner. The great supply of money 
is East.” 


Thoughtful Financial 
Opinion 
Moore, Leonard & Lynch.—The railroads 
as a class are now actually selling at a lower 


level than they sold in the depression which 
prevailed when the war started, in spite of 












the fact-that many have been showing the 
greatest earnings in their history. The fol- 
lowing roads have been breaking all past rec- 
ords for earnings and the prospect of con- 
tinued good earnings looks bright: Southern 
Pacific, Atchison, Southern Railway, Chesa- 
peake & Ohio. Other rails that are doing 
very well are Northern Pacific, Illinois Cen- 
tral, Union Pacific, Missouri Pacific and 
Wabash. 

The purchase of stocks that are intrinsically 
cheap may not yield an immediate profit under 
present market conditions. With the enor- 
mous expenditures of the war to finance, there 
is not much prospect of an important upward 
move in the immediate future. For a long 
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pull, however, the stocks mentioned should 
prove to be wise purchases at these levels. 
National City Bank of New York.—The 
sums required (for war purposes) are enor- 
mous, but in measuring the ability of the 
country to raise them it is to be considered 
that the real problem is that of supplying at 
present prices the amount of equipment, mate- 
rials and services which these estimates con- 
template. Prices for everything are high, 
and the production of the country in all lines 
is greater than ever before. It must be sus- 
tained and increased, and our consumption 
for non-essential purposes must be reduced, 


- in order that the war demands may be met 


While in the last analysis the task is that 
of producing war supplies for our own armies 
and those of our allies to the amount named, 
the effort is complicated by the fact that the 
money for making the payments must be 
raised in large part by subscription. 





























The World’s Staggering War Debt 


Interesting Observations on the Cost and Interest Arising 
from the Great War—What Each Nation Must Pay Yearly 





By FREDERICK W. GEHLE 








O long as the civilized nations of 
the world go on spending bil- 
lions of dollars monthly to pay 
for war, the indebtedness of 

those nations must continue to grow in 
figures that to the average man are en- 
tirely incomprehensible. Three years 
ago the national debt of the seven chief 
nations engaged in the present war 
showed a grand total of $27,000,000,000. 
Today that grand total stands at $108,- 
000,000,000. In the short space of three 
years the great powers of Europe, 
with the United States, have contracted 
obligations four times greater than the 
aggregate of their indebtedness before 
the conflict began, which had been 
accumulated over more than one hun- 
dred years. 


5 Billion Yearly Obligation 


The indebtedness brought about by 
the war is colossal. For Great Britain, 
the national debt today equals one- 
fourth the nation’s wealth. The debt 
of France equals a third of that na- 
tion’s wealth. The debt of Germany 
equals nearly a third of that nation’s 
wealth. Upon the seven nations hav- 
ing an aggregate of $108,000,000,000 
debt, there is now imposed a yearly 
interest obligation of a little less than 
$5,000,000,000. ; 

The legacy of this war to the average 
workingman will be visualized in the 
tax assessor of future years. If peace 
is restored shortly, the operation of the 
American government next year, and 
the payment of interest on American 
debt, will require something like $1,- 
200,000,000. To meet that amount there 
will be required $11.50 of every inhabi- 
tant of the United States. As the 





average yearly income of the people of 
the United States is roughly $385, it 
will be seen that the income earned by 
our people in 10 days will suffice to 
support the government for a year. 
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The Russian workingman, on the 
other hand, will have to work 15 out of 
every 52 weeks to maintain his govern- 
ment and pay the interest on the na- 
tional debt. That is the equivalent 
of nearly 2 days in the week. Be- 
cause he could not deprive himself suffi- 
ciently in the three elapsed years of the 
war to meet the full expense as it was 
incurred, the French workingman 
hereafter will have to turn over his 
earnings of one day in every week to 
meet his government’s annual obliga- 
tions. The Austrian workingman, for 
similar purposes, will have to turn over 
his income of 1% days a week while 
the German workingman will have to 
turn over the earnings of 1 day a week, 
the Italian workingman the earnings 
of one day a week, and the English 
workingman the earnings of a little less 
than one day a week. 


Peace Debts 


In 1913, the last year of world peace, 
it required $7,300,000,000 to maintain 
the seven nations which are bearing 
the brunt of the present war expense. 
That amount was for maintenance of 
Army, Navy, Civil Service and Gov- 
ernment, and for interest on existing 
debt. If the war has ended and peace 
is restored by the end of the present 
year, the budgets of these seven na- 
tions will in 1919 call for approxi- 
mately $11,000,000,000. 

The increase from 1913 to 1919 takes 
into account no increase or decrease 
in expenditures of army and navy 
from the expenditures that were made 
in 1913, nor does it take account of 
pensions or any change in the cost of 
government upkeep. What it recog- 
nizes is solely the interest on the per- 
manent capitalization of the value of 
materials and service employed in the 
war. The burden of the war’s legacy 
may be judged from the graphic here- 
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with, which presents briefly the ap- 
proximate national income of the 
several nations, and the indicated gov- 
ernment expenditure in 1919, provided 
the war is then ended. 

It is pretty well recognized that the 
difficult period in world economics will 
come at the end of the war, when 
armies are dissolved and war loans 
ended, and when mankind goes back 
to paying current expenses out of cur- 
rent income instead of loans. It is 
clear that an indebtedness which adds 
to a 6-billion government cost an an- 
nual interest burden of 5 billions, can- 


Billions of Dollars. & 10 16 


| ESTIMATED GOVT. BUDGETS IN !I919 


20 





ish national debt, after the Napoleonic 
campaigns, amounted to 36 per cent 
of the entire wealth of the nation, as 
it was computed at that time. In 1816 
that debt was about $4,500,000,000. In 
1917 it is about $23,000,000,000, an in- 
crease of 500 per cent. In 1816 the in- 
come of the people of Great Britain 
was estimated at $1,500,000,000, and in 
1917 it is estimated to be $12,000,000,- 
000, an increase of 800 per cent. In 
1917 the national wealth of Great 
Britain is $90,000,000,000, an eight- 
fold increase in a century. This rep- 
resents a per capita wealth of more 
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Ex Penorure oF income % 
Uniled States 3.0 
Grea Britain 15.0 
France 21.3 
Russia 30.0 
Maly 16.4 
Germany 182 
Aus-Hungary 26.7 


TOTAL 122.6 





































































































not be supported without great and 
sustained effort. An 11-billion dollar 
yearly tax bill, imposed upon the 
people of seven nations, seems insup- 
portable. We hear often that the na- 
tions abroad are plunging into bank- 
ruptcy; that ruin is ahead. 


Wealth Versus Debt 


Bankruptcy depends on other things 
besides debt; ruin is a relative term. 
No matter how much a nation may 
borrow, or how high its debt is piled, 
if wealth increases more rapidly than 
debt, that nation is more prosperous 
than before. We have precedent to 


show that growth of wealth and scien- 
tific organization has enriched nations 
which, after war, might quite well 
have been said to face ruin. 


The Brit- 





than $1,900. Consequently, if the pro- 
portion of debt to wealth which ex- 
isted in 1816 should be reached at the 
end of this war, the British debt per 
capita would amount to $654, repre- 
senting an aggregate of more than 


$32,000,000,000. 


The Annual Increase in Wealth 


In other years the annual increment 
of the wealth of the nations now en- 
gaged in the war was from 20 to 25 
billion dollars. No one dares to ven- 
ture what the annual increment will 
be in years to come. That wealth will 
increase is taken as a matter of course ; 
people will go on living, work will go on, 
invention and science will give new 
forms of machinery and instruments 
of production. 

























Money and Exchange 


Increasing Firmness in Money—Foreign Exchange Problems 





ECENT money market develop- 
ments have been more interest- 
ing than those of midsummer. 
The jump in call money to 6 

per cent. at the beginning of September 
was only temporary, the result of a drop 
in New York surplus reserves which 
was quickly recovered in last Saturday’s 
bank statemient, but it plainly indicated 
the tendency toward greater firmness in 
money rates. This tendency has been 
recognized by buyers and sellers of com- 
mercial paper, which is now ruling one- 
quarter to one-half per cent. higher. 

The most important cause of higher 
money lies, of course, in the Govern- 
ment’s demands for capital. With an- 
other $3,000,000,000 bond flotation im- 
pending, it is certainly not surprising 
that lenders in the general market should 
stiffen their asking rates. - , 

It is probable that the commercial 
paper rate will reach a basis of 5% to 6 
per cent. this fall. The sale of the Gov- 
ernment bonds will be handled by trans- 
fers of credit and in such a way as to 
require the least possible withdrawals 
from the banks, but it will unavoidably 
have some effect on the money rate 
nevertheless. 


Banks Comfortable 


On the other hand, the position of 
the banks throughout the country is still 
very comfortable. On June 20, the date 
of the last report, all National Banks 
held $859,000,000 in excess of the re- 
quired reserves. This item» is un- 
doubtedly considerably lower at the 
present time, but it must still be ample. 

If the facilities of the Federal Reserve 
System are fully utilized they will pre- 
vent for a long time to come any con- 
tinued rise in money rates above a 6 
per cent. basis. The principal resource 
lies in the rediscounting of commercial 
paper with the Federal Reserve banks. 
Against such rediscounts the banks have 
the right to issue paper money. The 
Reserve Banks; meanwhile, are required 
to hold 35 per cent. in gold and other 
legal money against these rediscounts 
—but at present they hold 80 per cent. 

The Federal Board has estimated that 


the full use of all the facilities of the 
system would permit an increase of over 
$7,000;000,000 in bank loans. ‘So far, 
since the United States declared war, re- 
discounts have increased comparatively 
little. The conservatism of bankers 
would doubtless prevent them from in- 
creasing their loans to the limit theo- 
retically possible, but a permanent 6 per 
cent. money rate would nevertheless re- 
sult in a rapid increase in rediscounts 
and through them in a great gain in 
available credits, which would operate 
to check any further advance in the 
money rate. 


Foreign Exchange 


The foreign exchange market has 
been notable for sharp declines in Rus- 
sian and Italian exchange. Russian 
rubles at a discount of 68 per cent. below 
normal reflect the disturbed state of that 
nation’s finances and politics. Italian 
lire are at a discount of 33 per cent. be- 
cause Italy’s purchases here are running 
considerably in advance of the credits 
granted her by this country. The gold 
value of the great quantities of paper 
money issued by both countries also has 
an important bearing on the exchange 
rates. In both Russia and Italy, gold 
would be selling at a premium, if any 
free market were available for it. 

The situation created by the artificial 
maintenance of exchange on London is 
discussed in the “Outlook” department 
of this issue in connection with gold ex- 
ports. The whole problem of exchange 
rates with both our allies and neutrals 
is becoming increasingly complicated 
and difficult. 

The embargo on exports to neutrals 
would naturally result in our paying in 
gold for our imports from them. The 
sale of our Government bonds in neutral 
countries is already being suggested as a 
means of paying for our imports with- 
out sending gold. How far this would 
be practical is an open question. The 
South American nations, for example, 
are now cut off from their customary 
sources of capital in Europe, and, there- 
fore, have plenty of use for théir own 
relatively small accumulations. 
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Why the Dollar Sells at a Discount 








HE feature of the Foreign Ex- 
change market of late has 
been the violent decline in 
Russian rubles to the: lowest 

level on record, viz., 15% cents for 





the ruble. Compared with the nor- 
mal price of 51% cents this low 


record shows that the ruble is selling 
below one-third of its gold parity. 
While the military defeats of the Russ- 
ian armies undoubtedly influence the 
price of rubles to a certain extent, the 
tuain reason for the decline is the ter- 
rible financial condition of the Russian 
empire. According to a report from 
the Russian Imperial Bank the national 
debt of Russia exceeds 45 billion rubles 
against 9 billion rubles before the war, 
and the paper money outstanding 
amounts to about 14 billion rubles 
against a little over 1% billion rubles 
before the war; the gold reserve be- 
hind this enormous paper circulation 
is about 10 per cent. or five dollars 
American money gold for every Russ- 
ian 100 ruble banknote. 

The pound sterling and the French 
franc have seen but insignificant 
changes from their pegged rates of 
4.76% and 5.76%, while the Italian lire 
has shown conspicuous weakness, fall- 
ing to 7.76%. 

Why the Dollar Declined 

The fact, that the American dollar 
is selling at a large discount in neu- 
tral countries of Europe, has been 
the occasion of some very silly com- 
ments. The American dollar is selling 
at a discount in all the neutral coun- 
tries of Europe, ranging from a dis- 
count of 4 per cent. in Holland, to a 
discount of about 20 per cent. in Swe- 
den, and some persons try to prove from 
this that the American dollar is 
not any more the standard currency of 
the world and that it has deteriorated 
in value like the currencies of all the 
belligerent nations. This, of course, 
is not so, and the real explanation for 
the discount is to be found in the 
relations between the dollar and the 
pound sterling. The British govern- 
ment succeeded in stabilizing the rate 
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of the pound sterling in New York City 
around 4.76% or about 2 per cent. be- 
low the gold parity; it was, however, 
less successful in its attempt to stabil- 
ize the sterling rate in the neutral 
countries of Europe. As a consequence, 
the merchants of the neutral coun- 
tries, who sold their goods ‘to Great 
Britain in pound sterling, disposed of 
their pound sterling drafts in New 
York City, the best market for the 
pound sterling, and then converted the 
American dollars into their own cur- 
rencies by buying drafts on their re- 
spective countries in New York City. 
This created a big demand for the 
currencies of the European neutrals 
in New York City and a correspond- 
ing big supply of dollar exchange 
in the capitals of the neutral countries, 
and the consequence is the American 
dollar at a discount in the neutral coun- 
tries. 


The Remedies 


The remedies for this rather un- 
pleasant condition would be first, 
gold exports, and secondly, exports of 
foodstuffs and raw materials from the 
United States to the neutrals. Both 
remedies are made impossible through 
the war, the United States having put 
an embargo on the exportation of gold 
and goods to neutral countries as these 
exportations might be of help to Ger- 
many. Besides, the neutral countries 
themselves discourage gold imports in 
every possible way, as they have all ac- 
cumulated very large gold reserves 
during the last three years, and are 
afraid that further additions to their 
gold reserves would aggravate the 
state of inflation already existing. 
Beyond doubt the discount, at which 
the American dollar is selling at pres- 
ent in various neutral countries, is 
merely the consequence of the unfa- 
vorable trade balance of the European 
Entente nations with the European 
neutrals, and does not in any way 
disprove the fact that the American dol- 
lar has become the world’s financial 
standard, the position the English pound 
sterling held before the war. 








Canadian Pacific as an Investment 


Anomaly of Steadiness of Earnings and Wide Market Fluctu- 
ations—Strong Dividend Record—Investment Position 





By RICHARD HOADLEY TINGLEY 





HE United States has no railroad 
that is strictly comparable with 
the Canadian Pacific in that 
none of its big trunk lines are 

transcontinental. Gould tried to link to- 
gether a series of roads that would join, 
under one management, the Atlantic and 
the Pacific seaboards. Something went 
wrong, however, either with Gould or 
the roads—but that, as Kipling says, is 
another story. 

In the territory east of the Great Lakes 
district around Chicago or Detroit the 
United States furnishes no road that 
could, in any way, be held up for an equal 
comparison with this Canadian property. 
Territorial conditions offer such striking 
contrasts that anything like parallel fig- 
ures would be impossible. In the West, 
however, comparisons may be more ac- 
curately drawn and the Great Northern, 
the Northern Pacific and the Saint Paul, 
operating in territory having many char- 
acteristics in common with the westerly 
portion of the Canadian Pacific, furnish 
conspicuous parallels. 

Canada and U. S. Allied 


The Canadian Pacific is, basically, a 
Canadian enterprise, financed, largely in 
its parent country, England, and by sub- 
stantial Dominion grants, subscriptions 
and subsidies. Owing, however, to the 
fact of the territorial contiguity of the 
United States, covering a boundary line 
more than 3,000 miles in length; and the 
further fact that Canada has offered us 
a fertile field for investment in many 
developments of one kind or another, 
amounting to upwards of a billion dollars 
at the present time, a most cordial feel- 
ing has always existed between these two 
democracies. The fact, too, that prac- 
tically 26 per cent. of the mileage op- 
erated as a part of the Canadian Pacific 
system is within the United States and 
reaches some of her most important 
cities, has created a particular interest 
for the people of this country in the af- 
fairs of this big Canadian property. 


The United States has a larger interest 
in the common stock of the Canadian Pa- 
cific than Canada itself, as will be seen 
by reference to the accompanying 
Graphic No. 1. This discloses the fact 
that 22 per cent. of the stock is owned 
on our side of the boundary line as 
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a a 
against 15 per cent. owned by the people 
of Canada. England’s stock interest rep- 
resents 49 per cent. of the total. 


Mileage of Canadian Pacific 


The main line of the Canadian Pacific 
extends from the tide-water of the At- 
lantic, at Montreal, to the tide-water of 
the Pacific at Vancouver. This main line 
is 2,895 miles in length. The total 
mileage operated as a part of the Ca- 
nadian Pacific System, however, em- 
braces 19,747 miles and includes, besides 
many subsidiary lines in various parts of 
Canada, the Minneapolis, St. Paul and 
Sault Ste. Marie, the Duluth, South 
Shore and Atlantic and the Wisconsin 
Central, all owned or leased by the 
Canadian Pacific, and being almost en- 
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tirely in the United States. The mileage 
summary may, therefore, be stated as in 
Table A. 

This mileage, representing a distance 
equal to 80 per cent. of the earth’s cir- 
cumference, exceeds, by far, that of any 





TABLE A 
CANADIAN PACIFIC’S MILEAGE 


Main line, Montreal to Vancouver 
Other lines in Canada operated under 
lease or other working agreement.... 10,874 
The three roads noted as being almost 
entirely in the United States 


Total, Canadian Pacific System 19,747 








of the trunk lines of the United States, 
the nearest approach being that of the 
Pennsylvania Railroad System, operating 
a little more than 12,000 miles of line. 

The total mileage owned and operated 
by the Canadian Pacific, however, and 
upon which its statements of capital, 
earnings, etc., are based, is 12,993 miles. 
The other mileage noted as being a part 
of the “system” is carried under the 
name of the individual companies them- 
selves. 


Capitalization and Earnings 


The capitalization of Canadian Pa- 
cific, proper, not including the lines in 
the United States already referred to as 
operated as individual companies, may 
be stated as in Table B. 

The Canadian Pacific property has 
been noteworthy for the steadiness of its 
business as reported from year to year. 
During the ten years ended June 30, 
1916, its gross earnings had increased 
from $72,217,528 in 1907, to $129,481,- 
886 in 1916. Its total net income had in- 
creased during the same period, from 
$26,887,789 to $57,118,586 and its final 
surplus for the years, from $4,971,738 to 
$17,585,113. All these increases have 
been made with a uniform degree of 
steadiness, indicating a healthy, natural 
growth of business. During the same 
years the property has increased the earn- 
ings on its preferred stock, year by year, 
from 41.82 per cent. in 1907 to 64.14 
per cent in 1917. Its earnings on the 
common stock, year by year, too, have 
increased from 13.70 per cent. to 18.66 
per cent. during this time. These fea- 


tures are clearly brought, out in the 
Graphic No. 2. 


Price and Dividend Record 


The common stock, or the ordinary 
stock as it is called in Canada, has al- 
ways been. popular in the United States. 
At times it has been-a market leader, and, 
whenever activity is at all noticeable on 
the exchange, particularly among . the 
railroad groups, Canadian Pacific always 
comes in for its share of the business. 

This stock has been on a dividend pay- 
ing basis uninterruptedly for a long 
time. Its record, since 1900, has been as 
follows : 


The market price of this stock has 
fluctuated rather more than that of other 
standard railroad shares. Starting with 
the year of 1900, its low record for that 
year was 84%, high, 9934. This, at the 
dividend rate for that year, 514%, was 
equivalent to a low and high yield of 
5S%% and 6%% respectively. The 
stock reached its maximum price in 1912 
in which year the lowest record sale was 
at 226%, highest, 283. This, at the divi- 
dend rate for that year, 10%, was equal 
to a high and low yield of 4.4% and 


TABLE B 
CANADIAN PACIFIC’S CAPITALIZATION 








Ordinary Stock $260 

Four Per Cent. Preference Stock... 

Four Per Cent. Consolidated Deben- 
ture Stock 


Total Stock Outstanding 
Bonds 
Algoma Branch, First Mortgage 5% 


Notes 


Six Per Cent. Note Certificates 52,000,000 
Premium on Ordinary Capital Stock 45,000,000 


3,650,000 








3.5% respectively. Since 1912, though 
the dividend rate continued at 10%, the 
price of the stock has gradually fallen 
off to around 160, giving a vield of 
nearly 6% per cent. 7 
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The great Northwest has proved to be 
a fertile field for railroad development 
and operation and the trunk lines that 
have penetrated this territory have all 
prospered. All except the Grand Trunk 
and the Canadian Northern. Of our own 
lines, the Great Northern, the Northern 
Pacific and the St. Paul are noteworthy 
examples. Each had the same almost 
limitless expanse of prairie land to tra- 
verse, and in the case of each the prairie 
land has been made to blossom like the 


ing 7% from 1902 to 1911, dropping 
back to 5% in 1912 and to 444% in 1915, 
rising again to 5% in 1916 and drop- 
ping back to 4% in 1917. The preferred 
stock has always paid 7%. 

For several years the “rails” have been 
far from popular. Regulation and legis- 
lation, backed by the opinion of a public 
that could not forget the scandals that 
had been associated with the doings of 
some of the roads, had created such an 
unfavorable impression that all the rail- 


CANADIAN PACIFIC EARNINGS 
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rose, under the impetus and the energy 
and the resourcefulness of the pioneer. 


Other Roads 


The Great Northern has a dividend 
record for its preferred stock to be proud 
of. It has no common stock as such. 
Since 1900 it has been paying 7% divi- 
dends, only departing from this rule in 
1901 and in 1907 when the dividend was 
raised to 744% and 84% rg 
The stock is worth around 102 to-day, 
and has sold as high as 14334 in 1912. 

The Northern Pacific has paid 7% on 
its stock, without lapse, since 1906, and 
prior to that time was gradually work- 
ing up to that figure from 2% in 1899. 

The common stock of the St. Paul 
road has nearly as good a record, pay- 
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roads have had to suffer for the misdeeds 
of a few. 

Close and discriminating students of 
corporate finance, however, recognize 
that the United States, and Canada, 
too, for that matter, offers no better in- 
vestments, in the long run, than are to be 
found in the railroads, particularly in the 
class discussed in this article. 

There is no basic reason why the stock 
of the Canadian Pacific should go much 
below its present figure. A yield of 
6%% on a stock as well tried and as 
thoroughly seasoned as this is all that 
can be expected. The stock may, how- 
ever, at any time, be affected in sympathy 
with other of the “rails” and may decline 
temporarily. 
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Bethlehem Steel—Investment or 
Speculation? 


How the New Preferred Issue Affects Intrinsic Values—Will 
the Common Stock Again Become a Market Leader? 
Bethlehem Outlook Under Peace Conditions 





By A. U. ROSENTHAL 





VERY period, cycle or epoch in 
the financial world produces its 
idols. In each successive era of 
intense stock market activity a 

leader has developed, a leader that thrills 

the soul of every trader, a leader whose 
activity is a synonym for huge fortunes 
made or lost, a leader whose stock mar- 

ket gyrations will for many years be a 

symbol of fabulous wealth, suddenly 

made. 

In the past we had our Northern 
Pacific, whose stupendous rise was 
caused by a fight for control; our Brook- 
lyn Rapid Transit, which symbolized the 
great manipulator, Flower, our Union 
Pacifics, Rock Islands and Colorado 
Fuels, which make the game of Wall 
Street so romantic and fascinating. 

True to form the “world war” boom 
has produced its speculative giant, Beth- 
lehem Steel! The pride of the steel trade, 
the marvel of Wall Street, the talk of the 
country. Phenomenal rises were not un- 
common in the past three years. Gen- 
eral Motors, Electric Boat and several of 
the lesser lights engendered enough ex- 
citement to give the ordinary trader 
heart failure, but no one will deny that 
Bethlehem Steel is first in the hearts of 
the speculative community and will go 
down in history as the moving spirit of 
the present stock market age. 





To trace the fluctuations of this erratic . 


stock would take more space than can be 
spared. Besides everybody knows them 
from the banker to boot-black. Suffice it 
to say that they were the wildest and 
most widely participated in until the 
stock got over two hundred. Interest 
then subsided to a certain degree until 
the 200 per cent. stock dividend was 
given and the now active Bethlehem “B” 


shares were introduced. Their move- 
ments are recent history and were little 
less spectacular than the original shares. 
But now what is going to happen? Beth- 
lehem Steel needs new financing and an 
issue of $30,000,000 8 per cent. preferred 
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stock to be convertible into common at 
115.is the newest in the rapid fire devel- 
opments. How will this new situation 
affect Bethlehem common “A” and “B” 
speculatively and intrinsically? This is 
the question that is causing the most con- 
cern. The prevailing theory is that the 
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speculative “juice” is now squeezed out 
of the common. Let us try to determine 
whether or not this is true. 


Its Past 


In its 12 years’ existence Bethlehem 
Steel’s met income has increased over 
1,600 per cent. and the number of work- 
men in its organization from 3,000 
to over 50,000. In December, 1914, the 
Bethlehem Steel Corporation, the present 
holding company for all the subsidiaries, 
succeeded to the control of the properties 
operated by the U. S. Steamship Com- 
pany and to those of the former Bethle- 
hem Steel Company. During its 12 years 
of existence it has 
acquired other prop- 
erties from time to 
time, spending vast 
sums for additions 
and improvements 
so. that when the 
supreme opportuni- 
ty came it was in a 
position to take ad- 
vantage of a unique 
situation. 

The principal 


subsidiary of the 
corporation is the 
Bethlehem Steel 
Company with its 


main plant at South 
Bethlehem, Pa. This 
plant is the greatest 
ordance works in 
the world, and in 
output surpassed 
that of the famous 
Krupp Works in 
Germany, even be- 
fore the war. This 
department has, of course, expanded _ 
tremendously since that time. Besides 
its extensive operations in the steel trade, 
the company’s shipbuilding yards and 
plants, located at Quincy, Mass.; Eliza- 
bethport, N. J.; Wilmington, Del.; San 
Francisco, Calif., and Sparrows Point, 
near Baltimore, form the largest ship- 
building properties under one man- 
agement in the U. S. and total a 
little less than one-half of the entire 
shipbuilding capacity of the country. 





CHARLES M. SCHWAB, 
The “World’s Greatest Salesman,” and the a 


Presiding Genius of Bethlehem Steel 





Early in [916 the company acquired the 
Pennsylvania Steel Co., a little later the 
American Iron & Steel Manufacturing 
Co., and the Lackawanna Iron & Steel 
Co. (a small subsidiary of the Lacka- 
wanna Steel Co.). In the first part of 
1917 the capital stock of the Lehigh Coke 
Co. was acquired, assuring the Bethle- 
hem Works of a sufficient supply of coke 
at all times. The idea of all these ac- 
quisitions was, of course, to give the com- 
pany a perfectly balanced business. It 
now can manufacture everything it needs 
from the smallest bolt or rivet to the 
largest battleship or huge gun. 

It has its own coal properties at Heil- 
wood, Pa., and it 
expects to acquire 
additional coal acre- 
age in the near fu- 
ture; besides, it is 
protected by a long 
term contract with 
the Davis Coal & 
Coke Co. Its iron 
ore supplies are sec- 
ond to none. ° It 
owns large proper- 
ties in the United 
States and extensive 
acreages in Cuba 
and Chili. The ore, 
especially from 
Chili, is exception- 
ally high grade, av- 
eraging from 65 to 
75 per cent. in iron 
ore content. The 
holding of adequate 
ore supplies means 
big thing for 
Bethlehem especial- 
ly under normal con- 
ditions when business is dull and the 
ability to obtain ore at a low figure may 
mean the difference between the profit 
and loss on a contract. 

To enumerate all the properties con- 
trolled by the corporation would be un- 
necessary and tiresome. Suffice to say 
that it is one of the best equipped steel 
and shipbuilding plants in the world, and 
if the present plans of the management 
bear fruit it will in a few years be so ar- 
ranged that 80 per cent. will be devoted 
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to commercial manufacture and 15 per 
cent. to shipbuilding and only 5 per cent. 
to ordnance making. Certainly a correct 
anticipation for future needs. 


Growth of Equities 


Since its inception Bethlehem Steel has 
marched rapidly forward and in 1915 
took things on the run. Its net income 
increased from $3,622,475 in 1905 to $61,- 
717,309 in 1916, over 1,600 per cent. The 
company’s net earnings in 12 years were 
$132,838,082 after deducting liberally for 
repairs and maintenance. Its net earn- 
ings applicable to the common. stock. to- 
tal $78,707,114, or $529 per share of 
stock (old capitalization). Deducting the 
dividend of $4,458,600 paid in 1916, we 
have an asset value of $74,248,514 on the 


especially good as that year was an ex- 
ceptionally poor one for the steel trade. 
In fact, the steel corporation failed to 
earn the dividend on its preferred issue 
in 1914. The balance for the common 
stock even in that year was 30 per cent., 
the best in the company’s history to that 
date. 

Now came the Aladdin-like changes. 
For the fiscal year ended December 31, 
1916, the income available for dividends 
increased to $43,593,968, or over $286 
per share on the old stock. If the 
amounts deducted for extraordinary ap- 
propriations were left intact, earnings 
would have reached over 325 per cent. 
For one thing $14,000,000, or over 23 
per cent. of net earnings, was appropriat- 
ed for depreciation alone! The company 








TABLE L. 
BETHLEHEM STEEL—SUMMARIZED INCOME ACCOUNTS 
Net % Earned Surplus 
Total Income Depreciation Income Pf. Com. for Year 
UNIS $2,642,178 $102,179 $1,618,789 108 3.9 $1,506,979 
ee 2,196,172 387,817 366,864 25 es 366,864 
eee 2,993,536 656,944 800,811 5.4 ao 800,811 
4,524,141 850,279 2,001,612 13.5 6.6 2,001,612 
2 4,792,713 888,148 2,038,979 13.7 68 2,038,979 
EE 5,114,440 1,046,884 2,063,641 138 6.9 2,063,641 
SR aes <suince 8,752,671 1,528,785 5,122,703 34.4 27.5 4,377,303 
ned ceeds 9,649,668 1,847,273 5,590,020 37.5 32.6 4,844,620 
 ~eeey 1, 4,716,000 17,762,813 119.2 112.5 16,719,253 
ae 61,717,310 14,350,786 43,593,968 292.4 286.3 38,091,808 








common stock. To this must be added 
the $15,000,000 cash received on the “A” 
stock the first of this year, which gives 
$89,248,514 or over $150 per share on the 
594,480 shares now outstanding. It is 
impossible to compute the probable asset 
value of Bethlehem by the end of this 
year, especially since we do not know 
just what taxes will be imposed, but we 
may be sure that the asset value of the 
common stock will be nearer $200 per 
share than $150. 

From 1905 to 1914 Bethlehem Steel 
was by no means a laggard. Earnings in 
those years averaged about 13 per cent. 
on the common stock then outstanding. 
For the three years immediately preced- 
ing 1913 an average of a little over 
$2,000,000 net per year was shown. In 
1913 it jumped to $5,122,702, and in 1914 
to $5,590,202. The 1914 showing was 





charged to operations $12,500,000, a sum 
equivalent to nearly three times the en- 
tire net earnings of any previous year 
except 1915. The growth of unfilled or- 
ders was no less remarkable than the’ 
other features of its statement. In 1913 
unfilled orders totaled $24,865,560. In 
1914, $46,513,190; in 1915 they jumped 
to $175,432,895, and last year were 
$193,374,248. In 1915, net equalled 
$24,821,408, or 112 per cent. on the old 
stock. 

Just what proportion of these earnings 
come from the shipbuilding end of the 
industry is hard to determine. It is a 
surety that the amounts therefrom 
were substantial. This year at any 
rate this division should be a big con- 
tributor. The management, sensing a 
revival of shipbuilding on a large scale, 
immediately began to increase their fa- 
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cilities and enlarge their capacity any- 
where from 40 to 50 per cent. It is ex- 
pected that this branch will more than 
offset any falling off in business due to 
cutting down of foreign orders. 

These considerations lead us up to the 
prospects for the 1917 year from an 
earning standpoint. At the rate Bethle- 
hem has been going it would seem that 
1917 would be even better than 1916 as 
far as net earnings are concerned. It is 
estimated that earnings in the March 
quarter were $17,000,000, or at the rate 
of $100 per share on common after de- 
ducting the dividend requirement on the 
present preferred. These earnings were 
maintained up to the middle of the year, 
but it is not likely that they will be as 
good the last half as the first for several 
reasons. In the first place foreign or- 
ders are being replaced by the less profit- 
able U. S. Government orders and an- 


three-year average and we have a tax of 
about $18,000,000. Deducting this from 
the $50,000,000 expected net for this year 
and our theoretical balance for dividends 
is $32,000,000, or about $53 per share. 
After deducting the 10 per cent. divi- 
dend, it is apparent that Bethlehem com- 
mon’s book value will be near $195 per 
share. 


The New Feature 


It seems that every time Bethlehem 
“gets going” good it runs into a shortage 
of working capital. That has been its 
trouble from the beginning of the pres- 
ent big business era, although it is hardly 
a just criticism in view of the enormous 
turnover of business it was required to 
make. Only the-first of the year, $15,- 
000,000 in stock and $50,000,000 in notes 
gave the company sufficient working cap- 
ital (it was thought at that time) to carry 








TABLE II. 
BETHLEHEM’S NEW CAPITAL 


New Preferred (Non Cumulative 8%).......... 


Outstanding Preferred Stock (7%)..........-- 


Class “A” Common Stock (10%)............... 
Class “B” Common Stock (10%)............... 


5% .Notes 
Bonded Debt 


Capitalization Charges 

Fo pee $30,000,000 $2,400,000 

el tiny PF ae oe 14,908,000 1,043,560 
PE ae AEE 15,000,000 1,500,000 
ve deat taka weal 45,000,000 4,500,000 
RE GRE AE oP 4 50,000,000 2,500,000 
Ee et ra 68,590,000 3,586,440 
<chasteetdeuntee $223,498,000 $15,530,000 








other reason is that there may be some 
interference with the production of ships. 
Nevertheless it is safe to assume that 
earnings will run from $5,000,000 to 
$8,000,000 more than last year and we 
can arbitrarily put them down at about 
$50,000,000 for the year. We can only 
make a guess at the probable effect of 
the income tax on the earnings, but Beth- 
lehem will be hit hard in this direction. 
The net earnings in 1911, 1912 and 1913 
averaged a little over $3,000,000 after 
deducting depreciation and interest. The 
same profits will of course be allowed on 
the increased capitalization of $75,000,- 
000 as were allowed on the old capitaliza- 
tion of $30,000,000, so that the excess 
profits tax will be in the proportion of 
two to five. Applying this scale of taxa- 
tion to the probable excess over the above 





through the year easily. Now it is appar- 
ent that more money will be needed and 
it is proposed to meet this contingency by 
an increase of $30,000,000 8 per cent. 
preferred stock. 

When it became apparent that Beth- 
lehem needed new financing, all of its is- 
sues showed pronounced weakness, sell- 
ing down to around their lowest for the 
year. And such selling on the surface 
seems justified. In the first place it 
means that several hundred thousand 
shares have been added to the rapidly 
expanding capitalization. The capitaliza- 
tion of Bethlehem Steel has expanded 
from a bonded indebtedness of $36,207,- 
700 and a capital stock of $30,000,000 to 
a total of $127,383,300, not including the 
“B” stock given as a dividend. The new 
capital summed up makes a grand total 
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of $169,000,000 reinvested in the proper- 
ty, obtained either from the sale of secu- 
rities or taken from earnings. 

Investors were led to believe when 
Bethlehem did its financing four months 
ago that it was in an impregnable posi- 
tion for the rest of the year, hence the 
frightened selling of its issues on the 
newest development. Just how much 
should you be frightened, however? Re- 
member, stockholder, that a corporation 
may be so fortunate as to get so much 
business that the only way to handle it is 
to obtain working capital. Bethlehem’s 
money is all there and there is a lot more 
to come, in fact, as Mr. Schwab said, or- 
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ders were far in excess of expectations 
and it is only good business to increase 
facilities, buy materials and supplies to 
handle that business. 

Let us take a peep into the future. As- 
suming that the present capitalization 
will be a permanent one, we have a con- 
dition as shown in Table II. A return 
to normal conditions (and it must never 
be forgotten that the present is a decid- 
edly abnormal era) will probably mean a 
cut in gross business to about $100,000,- 
000. Then the present abnormal margin 
of profit of 40 per cent. would probably 
be reduced to 20 per cent., so that we can 
hypothetically place Bethlehem’s earn- 
ings at about 25 per cent. on the common 
shares for the first few years after the 





war. Ona basis of earnings ranging be- 
tween 20 and 25 per cent. over a period 
of years and considering the enormous 
increase in assets during the last three 
years, Bethlehem’s common shares 
should sell at a figure at least four or 
five times its earning power. Thus Beth- 
lehem common should be worth on a 
peace basis, despite the newest addition 
of $2,400,000 to fixed charges, between 
120 and 125. 


The Passing of Bethlehem Steel (?) 


Have we seen then the passing of 
Bethlehem Steel as a speculative favor- 
ite? Is it now market history along with 
its famous predecessors? Not entirely. 
Although it is admitted that the common 
is somewhat hampered, speculatively, by 
the new issue of convertible preferred, it 
is just as certain that the same common 
is selling out of line with its true worth 
even on a peace basis, and is not likely 
to be depressed long. Uncertainty is the 
thing that makes for speculation. There 
is nothing certain about Bethlehem’s 
earnings even for the present year, and 
should the war continue—well nothing is 
impossible, a glance at the changes in the 
last three years will convince anyone of 
that. Of one thing we are certain, the 
old 7 per cent. preferred and the new 8 
per cent. preferred are prime investment 
issues. If we go back to the earnings of 
the corporation in 1913 or 1914 alone we 
find over $5,000,000 net, and this is 
$1,600,000 more than-is required by both 
issues. Surely a safe margin. It is cer- 
tainly inconceivable that a corporation 
with a capital investment of $170,000,000 
could not earn $3,500,000 per year. 

Totaling the whole dividend require- 
ment, including the 10 per cent. on the 
common, we have $9,500,000, or a little 
over 6 per cent. on the net capital invest- 
ment. The Bethlehems, then, are entitled 
to an investment rating of the highest or- 
der and who can say that another stock 
dividend or distribution in some form 
will not be awarded if business continues 
at the present rate? In any event, Beth- 
lehem has not been relegated to the spec- 
ulative scrap heap as yet, and a price of 
101 (at this writing) is decidedly teo 
low for the present state of affairs. 
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RAILROADS 





Atl. Coast Line.—For the seven months 
ended July 31 earned a gross revenue of 
$25,262,699, as compared with $21,644,306 for 
the corresponding period in 1916, a gain 
of $3,618,693. This is a clear gain 
in gross of 16.6% over 1916 and of 35% over 
that of 1915, when $18,706,364 was earned. 
The net after taxes for the period amounted 
to $6,898,964, as against $6,718,613 in 1916, 
leaving the gain in net for the seven months 
$180,351. At this rate the company should 
be able to maintain its present dividend 
rate of 7%. 


Chi., Bur. & Quincy.—Stands alone among 
the railroads in showing a corporate surplus 
equivalent to $183 per share for its 1,108,391 
shares. This will give Burlington stock a 
book value of $283 per share. In the light 
of this the $200 a share paid by James J. 
Hill for Burlington, once considered a fancy 
price, does not now look high. The item 
of “profit and loss” as given in the Dec. 31 
balance sheet, totaling $114,481,547, does not 
include additions to property through in- 
come since June 30, 1907. These additions 
are given as a separate item under corpo- 
rate surplus. This naturally has raised the 
question as to what profit and loss surplus 
covers and how it is invested. It is prob- 
able that the figure of $114,481,547 does in- 
clude some additions to property made prior 
to 1907, when the company began separating 
the accounts. It is also understood that a 
considerable part of this surplus is invested 
in securities and some of it is in cash. Bur- 
lington is usually thought of as an agricul- 
tural road, and it will doubtless surprise 
some to know that it is almost as much of a 
coal road as the coalers themselves. Prod- 
ucts of mines constitute about 40% of its 
total tonnage, bituminous coal alone form- 
ing over 30% of total freight traffic. 


Chi., Mil. & St. P—According to Pres.. 
Earling new grain has begun to move, and 
it looks now like a quite active movement 
will continue. Threshing reports indicate 
larger yields than expected, and the average 
is materially larger than last year. St. Paul 
will have as large a grain tonnage this year 
as last, but not so much long haul, because 
in South Dakota and west of the Missouri 
River the yield is only 60%. This is true in 
larger part of Montana and Washington on 
account of drought. The territory is pretty 
well fixed for coal. 


Canadian Northern Ry.—William Read & 
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Co. announce that they have sold all of 
the $10,000,000 6% one-year notes of this 
company, which are secured by $15,333,000 
Canadian Northern general mortgage 4% 
bonds, guaranteed principal and interest by 
the Dominion of Canada. The notes are 
convertible into the bonds at 79. The pro- 
ceeds are to be used to refund $11,500,000 of 
5% notes due Sept. 1, $1,500,000 of the ma- 
turing issue being paid from other cash re- 
sources. The trust deed provides for the 
pledge with the trustee of the same amount 
of collateral as pledged for the maturing 
notes. 


Chi, R. I. & Pac—N. L. Amster, in a 
reply to a request for his views about recent 
weakness in Rock Island issues, particularly 
the 6% pfd. stock, said: “The only explana- 
tion I can give in the settlement of the suit 
brought against the old directors in the in- 
terests of the company is that these directors 
received 50,000 shares of 6% pfd. stock for 
the $5,500,000 cash which they paid the com- 
pany. That is, they paid the equivalent of 
$110 per share. Some of this stock went to 
estates of deceased directors, and they 
might have decided to liquidate this, as most 
trustees are averse to having any securities 
other than first mortgage bonds. Another 
theory for the constant weakness in this 6% 
stock is that directors having had to pay 
$110 a share for 50,000 shares, are using 
this stock on the market to depress the price 
of shares so as to accumulate 100,000 shares 
or more around 50 or 60 which would bring 
their average down to a price where, with 
an advance to 80 or 85, which the stock 
ought to be worth, they could come out even 
or perhaps make a profit on the transac- 
tion.” 


Hocking Val. Ry.—Again is financing 
its maturing $4,000,000 notes with notes. 
This issue matures Nov. 1, 1917, and was 
issued in 1915, for two years at 5%, to re- 
tire a like amount of 6% notes issued in 
November, 1913. Early arrangements for 
taking care of this financing is due to a 
desire to get it out of the way before the 
announcement of the next war loan. 


Louis. & Nash—lIncrease in operating 
revenues, while encouraging, is practically 
nullified by increased cost of operation, due 
to exigencies created by the war. $26,405,- 
167 were derived from freight and $7,074,239 
from passenger service. Operating expenses 
were $24,762,200, a total increase of $1,412,421 
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over first six months of 1916. While com- 
parisons may appear to be unfavorable it 
should be remembered that the road has 
been obliged to conform to new conditions 
imposed by war, entailing greater expense 
in operation and upkeep, with no offset to 
meet increased costs. 


M. K. & T.—Application has been 
made for the appointment of a co-receiver 
for the Missouri, Kansas & Texas Ry. C. E. 
Schaff, president of the company, is the re- 
ceiver for the road. Counsel for the peti- 
tioner states that the application will be 
filed with Judge Hook of the United States 
District Court at St. Louis. Judge Hook 
has already set a hearing on the application 
for Sept. 7 in New York. Pres. Schaff was 
appointed a receiver for the M., K. & T. in 
September, 1915. For a number of months 
J. & W. Seligman & Co. and Hallgarten & 
Co. have been at work upon a plan of reor- 
ganization. The plan as drafted involves a 
drastic scaling down of the company’s debts 
and conversion of a large part thereof into 
stock. 


N. Y. Cen.—Has made application to the 
New York Public Service Commission for 
permission to issue $10,000,000 Series A of 
refunding and improvement 414% bonds, 
and to issue and sell $15,000,000 of its prom- 
issory notes, bearing interest at a rate not 
to exceed 5% per annum. As security for 
the payment of these notes the company 
purposes to pledge the $10,000,000 of Series 
A bonds, and also $10,000,000 additional 
bonds, the issue of which was authorized by 
the commission on April 26, 1917. The pro- 
ceeds of the sale of the notes are to be used 
for the following purposes: $5,500,000 for 
additions and betterments, and $9,500,000 for 
the discharge of outstanding obligations. 


N. Y., N. H. & H.—A reassignment of du- 
ties and authority of some of the principal 
officers of the New York, New Haven & 
Hartford R. R. Co. includes the appointment 
of Gen. Mgr. C. L. Bardo as assistant to the 
president. He continues in general charge 
of the operating department and will handle 
matters assigned by the president. 


Norfolk & Wes.—Has completed near 
Petersburg, Va., a branch running through 
Camp Lee and connecting with the Belt Line 
and the Petersburg-City Point line a short 
distance east of the city. 


Reading—Reported earnings for seven 
months to August 1, for all lines, of $3,465,- 
491, and a total surplus, after charges, of 
$11,473,982. 


Seaboard A. L.—Is_ negotiating with 
bankers for new funds. It is probable the 
old syndicate, headed by the Guaranty 
Trust Co, New York, will handle the 
financing. The company needs $2,000,000 
or $3,000,000 to carry forward its necessary 
improvements, and to cover equipment 





needs. Only the barest necessities will be 
provided for at this time, because of the 
difficulties ef marketing securities. A note 
issue is under discussion, but the financing 
may eventually take the form of bank loans 


So. Ry.—With a corporate surplus esti 
mated at $37,648,595, equal to more than 
60% of the face value of its $60,000,000 pid. 
stock, and current earnings running at the 
rate of practically 8% on its $120,000,000 
common stock, began its new fiscal year on 
July 1, in the strongest financial position it 
has occupied in its history. Earnings for 
the year were record breaking. A close esti- 
mate based on deductions made in the pre- 
vious year with allowance for extraordinary 
conditions prevailing, shows that the com- 
pany will have in the neighborhood of $12,- 
400,000 available for its pfd. stock. This is 
at the rate of 20.7% on the pfd., and deduct- 
ing the equivalent of the full year’s dividend 
of 5%, there would be left $9,400,000 for the 
$120,000,000 common, or not quite 8% 
While no forecast can be made of dividend 
action, the fact that the pfd. stock has been 
little affected by the recent general decline 
in railroad stocks reflects the confidence of 
the owners thereof in a resumption of pay- 
ments in the near future. 


St. L.-S. F.—Earned a surplus of $2. 
209,000 in the year ended June 30, 1917, 
after all deductions for cumulative adjust- 
ment bond and income bond interest. Al- 
most exactly one fourth of this year’s sur- 
plus was earned in the final quarter, amount- 
ing to $552,000, and indicating that the newly 
reorganized company is in a strong position. 
Approximately $2,875,000 went into  in- 
creased transportation costs. In spite of 
this situation, however, the Frisco manage- 


- ment kept exceptional control of transpor- 


tation costs; for the proportion of these ex 
penses to gross advanced only one-half of 1%, 
as compared with 1916, the transportation ratio 
in 1917 being 32.59% of gross against 32.03% 
in the fiscal year 1916. “Other income” ac- 
count is the only unsatisfactory part of the 
company’s report for the year. This ac- 
count shows a decrease of $1,207,000, more 
than half of which is due to hire of equip- 
ment. 


Union Pac.—The annual meeting of stock- 
holders of Union Pacific Railroad Co. will 
be held at the office of the company, Salt 
Lake City, on Oct. 9, for the purposes of 
electing 15 directors of the company, con- 
sidering and acting upon a proposed amend- 
ment of the by-laws, changing the date of 
holding subsequent annual meetings of 
stockholders to the second Tuesday in April 
each year and transact such other business 
as may legally come before the meeting. 


_ West. Maryland—Gross is consistently 
improving, but the company appears to have 
lost its grip on expenses. The latter may be 
a situation over which the management has 
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little or ‘no control, but it nevertheless is not 
encouraging after the steady improvement 
in cutting transportation costs that marked 
its report all of the previous year. The com- 
pany announced that at the annual meeting 
Oct. 17, 1917, stockholders would be asked 
to approve the issue of $150,000,000 of bonds 
at not over 6% interest, as proposed by the 
reorganization plan adopted in the fall of 
1916. The date of the annual meeting will 
also be changed from the third Wednesday 


of October in each year to the third Wednes- 
day in March, beginning in 1918, the di- 
rectors elected Oct. 17 serving only until 
March, 1918. The new bonds are not to be 
issued all at once, but in series, as the re- 
quirements of financing plans may require. 
The directors will have authority to pre- 
scribe the tenor and form of each issue. The 
mortgage to secure these bonds will cover 
all of the property of the company, accord- 
ing to the plan as outlined. 








Industrial Digest 





Amer. Can.—Announces the declaration 
of the regular quarterly dividend of 14% 
and an additional dividend of 344% on ac- 
count of back dividends on the preferred 
stck, payable Oct. 1, to stock of record 
Sept. 15. 


Amer. Car & Fdry.—Announces the dec- 
laration of an extra dividend of 1% and a 
uarterly dividend of 1% on the common. 
his is the same as three months previously. 
The regular quarterly dividend of 134% on 
the preferred also was declared. All divi- 
dends are payable Oct. 1, to stock of record 
Sept. 14. 


Amer. Hide & Leather.—Tanneries are 
busily engaged in making chrome-tanned 
upper leather for army shoes. The com- 


pany now has orders enough on hand to 


take all the leather of this kind it can pro- 
duce for probably three months. In other 
lines, that is, normal domestic business, the 
upper leather industry, like the sole leather 
industry, is rather quiet. 


Chalmers Motors.—Has sent to stock 
holders a new plan of financing, which pro- 
poses that $3,000,000 of new cash capital is 
to be provided by the issuance of $3,150,000 
first mortgage 6% five-year notes, secured 
on the real estate, plant and fixed assets of 
the Chalmers Motor Co., which notes are to 
be taken at 95% of par by the holders of 
the 264,000 shares of stock in the hands of 
the public at the rate of $10 of such mort- 
gage notes for each share of stock now 
held by them. 


Chand. Motor—Has declared the reg- 
ular quarterly dividend of 2% and 1% extra, 
payable Oct. 1 to stock of record Sept. 15. 


Con. Can.—Is one industrial which is rea- 
sonably assured of a very favorable show- 
ing during its 1917 fiscal year. The com- 
pany has within a few weeks completed the 
issuance of $2,000,000 additional common 
at 98. The nearly $2,000,000 cash received 
has enabled the company to clean up its 
bank loans created by carrying large stocks 
of tin at high prices. The excess profits 
tax will affect earnings considerably, but the 
5% dividend on the common is being so 





well covered that its safety seems beyond 
question for some time. 


Crucible Steel—Since the beginning of 
1917 has constructed additions to its Har- 
rison, N. J., plant costing in excess of 
$500,000. Erection is now under way of 
a new one-story extension to cost about 
$165,000. Fire, Aug. 23, in the hammer 
shop caused a damage of about $3,000. 


Curtiss Aero—An agreement has been 
reached between the British and American 
governments by which half of the capacity 
of the Curtiss plants will be devoted to aero- 
plane requirements of the European Allies. 
This agreement applies no matter how great 
a capacity the Curtiss Co. finally attains. 
From now on everything will be divided on 
a straight 50-50 basis for the duration of the 
war. 


du Pont de Nemours.—Daniel O. Hastings, 
special master in the duPont stock suit, 
fixed Oct. 10 as the time for the special 
meeting of the E. 1. duPont deNemours & 
Co., at which the stockholders are to vote 
on the question of purchasing the Coleman 
duPont stock in the powder company, which 
is now in litigation. The meeting will be 
held at the company’s offices in Wilmington 
and the polls will be open from 12 o’clock 
noon until 6 P. M. This meeting is pursu- 
ant to an order issued by Judge J. Whitaker 
Thompson of the United States District 
Court, in the suit of Philip S. duPont vs. 
Pierre S. duPont et al, over the purchase by 
the latter of Coleman duPont’s stock. 


Gaston, Wms. & Wigmore.—Earnings are 
running well ahead of last year. In June 
net income after charges was $375,000. July 
showed $400,000 and August reflects further 
improvement. These earnings are exclusive 
of steamship profits, or the earnings of 
European offices, so that the outlook, 
based upon the first half-year and current 
results, is good for $4,500,000 final net, which 
would be equal to $15 a share upon the 
300,000 shares of stock. 


Gen. Elec.—During two or three months 
of unrest and unsettlement the business has 
been singularly free from signs of recession. 
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Almost all the work which General Electric 
is doing for the Government is special. As 
such it involves special price calculations. 
The company in naming its prices has not 
made any concession to the Government, 
nor have the officials of the army and navy 
asked for any special consideration. Gen- 
eral Electric in 1917 should show between 
$200,000,000 and $215,000,000 of incoming or- 
ders, and its shipments to customers will be 
limited by the productive capacity of the 
works. 


General Motors.—Report for the year end- 
ing Aug. 31 will show an output for the 
year of 185,000 cars, compared with 132,000 
in the 1916 year, and net profits of approxi- 
mately $30,000,000, compared with $28,789,- 
560 a year previously. After allowing for 
the pfd. dividend of 6% on the $20,000,000 
General Motors Corp. pfd. stock, earnings 
of $30,000,000 are equal to $34 a share on the 
$82,600,000 common stock outstanding. 


Hupp Motors.—As a result of the increase 
in manufacturing costs, due to the rapid rise 
in prices of materials and labor, and in con- 
sequence of the scarcity of freight cars, a 
condition which very materially reduced the 
volume of shipments and brought about 
relatively higher overhead expenses, the 
operations during the six months ended 
Dec. 31 resulted in a loss of $65,530. Since 
Jan. 1, considerable progress has been made 
in overcoming those difficulties, and opera- 
tions during the first part of this year show 
net profits of $337,009. 


Inter. Mer. Mar.—There has been per- 
sistent buying of International Mercantile 
Marine pfd. either directly by the company 
or by other interests acting for the corpo- 
ration. The purpose of such accumulation 
might be to buy in the pfd. practically with 
the intention of retiring it, thus avoiding 
the necessity of meeting the accumulated 
dividends of 88% on that much of the senior 
stock issue. It is doubtful whether Mercan- 
tile Marine can legally buy in its own pfd. 
Competent legal service against such a pro- 
cedure is believed to have been rendered 
only recently. At the same time an inde- 
pendent interest might perform an equiva- 
lent service for the company on an agree- 
ment basis. 


Jewel Tea.—Sales, four weeks ended Aug. 
11, were $1,112,346, compared with sales 
amounting to $927,454 during the corre- 
sponding period of 1916, an increase of 
$184,892, or 19.93%. Sales for the 32 weeks 
ended Aug. 11, 1917, amounted to $9,366,228, 
compared with $7,007,456 for the corre- 
sponding period of 1916, an increase of $2,- 
358,772, or 33.66%. 


Penn. Coal & Coke.—Has closed a series 
of deals by which it secured 12,000 acres of 
coal lands in Cambria and Blacklick town- 





ships, Cambria, County, Pa., at an average 
price of per acre, or a total cost of 
about $2,400,000. 


Pac. Mail.—In the six months to June 30, 
1917, earned practically $3 a share on its 
230,000 shares of common stock, par $5. 
This is after deducting the half year’s pro- 
portion of dividends on the $1,700,000 7% 
pfd. The increase of more than 50% in net 
is explained by the fact that the company 
in the first half of 1917 operated six vessels 
in the Panama fleet and three in the trans- 
Pacific fleet. In the same period of 1916 
the trans-Pacific service was not in opera- 
tion, and only five vessels were operated in 
the Panama service, with one other vessel 
chartered out. 


Studebaker.—No new borrowing has been 
done and bank loans still stand under $11,- 
000,000, as was officially announced at the 
time of the reduction of the common divi- 
dend from a 10% basis to 4% early in Au- 
gust. Sales to date since Jan. 1 are over 
31,000 cars, compared with about 45,000 for 
the same period of 1916. The decline is due 
to the slump which lasted in its worst de- 
gree from the middle of May to the middle 
of June. Production is being maintained 
at close to 1,000 cars a week. The six 
months’ period ended June netted a profit 
of just under $3,000,000, and the second half- 
year should contribute better than $2,000,- 


.000, so that Studebaker net for 1917 may be 


expected to run above $5,000,000. This bal- 
ance would be sufficient to cover pfd. divi- 
dends and leave a balance equal to about 
14% on the $30,000,000 common stock out- 
standing. . 


Sub. Boat—The Government’s insistence 
upon the extension of the Submarine Boat 
Corporation’s lease of 60 acres at-Port New- 
ark Terminal to 14 years instead of the ex- 
isting lease for four years, holds out promise 
that the Government plans to make this 
one of the greatest semi-governmental in- 
dustrial plants in the East. The company 
held a two-year lease and option of renewal 
for another two years on 60 acres at the Port 
Newark Terminal, which the city of- Newark 
has been developing for several years. The 
Government plans to spend $4,000,000 in 
partnership with the company in establish- 
ing on this property a shipbuilding plant 
for fabrication of ships of 5,000 tons dead- 
weight. The Shipping Board has closed 
contracts with the Boat Corp. for construc- 
tion at this plant of 50 5,000-ton ships. 


Tob. Products.—Has received orders for 
several millions of cigarettes to be shipped 
to the various army cantonments in the 
United States. In connection with the con- 
tinued strength of Tobacco Products com- 
mon it is stated that the company has met 
with much success on a new cigarette brand 
introduced in 1917 into Canada. This 
cigarette is made of Virginia tobacco. 
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Some Rails on Investment Basis 
J. H. C., Portland, Me.—Generally speaking, 


it is an inopportune time to make investments 
in stocks. he immediate future from the 
market standpoint, is crowded with a great 
many uncertainties for industrial companies 
in connection with the Government’s avowed 
policy of price limitation and excess profits 
taxation, not to mention the possibility of an 
entire change being brought about in this 
country’s industrial and commercial status by 
an early ending of the war. Disregarding 
fundamentals and examining the market from 
the technical side it is apparent that stocks, 
especially the industrials which were distributed 
on such a large scale to the public during the 
big bull market of last fall and the lesser bull 
movements of last spring, have not been 
digested. Prices have not yet reached a level 
where the “large interests” are willing to ac- 
cumulate stocks in preparation for another 
upward swing. In view of the uncertainties 
affecting the market from without and the un- 
favorable technical situation from within, we 
are quite of the opinion that it is no time 
to make permanent investments. Possible 
exceptions to our judgment on this score 
are some of the railroad stocks in which the 
liquidation appears to have been about com- 
pleted and which are selling at relatively low 
quotations; for example, Southern Pacific, 
Norfolk & Western, Atchison, Chicago & 
North Western and others. Rails of this char- 
acter may be closely watched to advantage 
at this time for they are fast approaching a 
sound technical position and there is little 
doubt that peace would prove a definite 
stimulus to buying. 


St. Paul Should “Come Back” 

W. S. F., Providence, R. I—Chicago, Mil- 
waukee & St. Paul appears to have about fully 
discounted the unfavorable recent develop- 
ments, the chief of which has been the reduc- 
tion in the dividend from a 5% per annum to 
a 4% per annum rate. It is very true that 
the margin over the 4% dividend even is rather 
slim, but St. Paul’s earnings have been declin- 
ing so heavily and the conditions under which 
the road has been operating have been so 
severe that it is certainly reasonable to expect 
a turn for the better sooner or later. There 
is not much encouragement for the hope that 
the stock will be restored to a 5% or higher 
dividend basis for some time to come even if 
earnings show a sharp improvement, but po- 
tentially the road has large earning power 
which will be developed when the new Puget 
Sound Extension becomes established. The 
St. Paul now runs through a territory which 
is largely undeveloped but which will un- 
doubtedly produce a steadily expanding busi- 
ness for the road. Therefore, if you can afford 
to hold your stock regardless of possible 
further market depression due to temporarily 
unfavorable developments, we suggest that you 
do so, for in the long run the stock should 
“come back.” 
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Erie and Peace 


H. M.B., Lead, S. D.—Erie has of course dis- 
counted, in a large measure, the unfavorable 
developments of the last eight months. Doubt- 
less a further discounting of unfavorable con- 
ditions will take place because the road, in fac- 
ing continued high operating costs, is handi- 
capped by inability to do any large scale financ- 
ing. It will probably have its freight traffic dis- 
located by the movement of Government troops 
and supplies, not to mention the fact that es- 
timates of earnings from coal production will 
narrow down as a result of the Government 
limiting prices. However, we do not advise 
you to sell your stock for the long range out- 
look for Erie is certainly much better than the 
immediate future outlook. Much money has 
been spent on this property in the last five or 
ten years and the road is in a position to de- 
velop a very large earning power with a re- 
turn to normal conditions. A man in your po- 
sition and circumstances would not be astined 
in taking such a heavy loss as Erie now shows 
you and we suggest that you simply “sit tight.” 
With a return to peace, Erie will be very 
greatly benefited. 


Wheeling & Lake Erie Dividends Remote 


W. L. K., Erie, Pa.—Wheeling & Lake Erie 
has gone backward since the reorganization. 
This was a prosperity reorganization, having 
been effected during a period of very abnormal 
earnings. The results of operations since the 
reorganization was completed have indicated 
that the road is still over-capitalized and that 
the position of the preferred stock is very 
speculative and uncertain without mentioning 
the common stock, on which nothing has been 
earned for the last year. We regret that you 
had the misfortune to pay the assessment and 
throw good money after bad, but we are frank 
to say that we can offer you very little en- 
couragement for the hope that you will ever 
be able to get out of this stock with a profit 
unless you wait for many years. The status 
of the road, so far as another reorganization 
is concerned, has been changed since the Rocke- 
feller group came into control for it now has 
very strong financial backing. The Rocke- 
fellers may build up the property and re-estab- 
lish the road as a good earner, but it is a fore- 
gone conclusion that dividends will not be paid 
for years to come. We suggest that you sell 
the stock. 


Reading’s Speculative Appeal 


C. D. A., Toledo, O.—Reading is speculative 
with the speculative attractiveness not in the 
possible earnings from the coal properties but 
in the unknown asset value of these properties. 
The constant bait held out on Reading is that 
some day there will be a distribution of assets 
represented by the coal properties, in the form 
of an extra dividend. The road’s earnings 
from both coal and regular traffic should im- 
prove with peace. We do not expect that the 
reduction in anthracite coal prices, if there is 
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any, following peace, will be great enough te 
have any material affect on the earnings. 

Unless there is a revival of public buying of 
stocks generally, the prospects are not very en- 
couraging for advanced prices for Reading be- 
cause the stock is selling above an investment 
basis and in times past it has generally ad- 
vanced only in bull markets. Unless you are 
willing therefore to incur the risks of a further 
depreciation in price, we do not suggest that 
you hold the stock. 





A Meritorious Industrial 


L. R. B., New York.—Owens Bottle Machine 
is a strong company with a big future. The 
company is engaged in the manufacture and 
sale of bottles and is the owner of the United 
States rights to use and license other manu- 
facturers to use the Owens Bottle Machine, 
which is a wholly automatic bottle making ma- 
chine, the patents covering which are held by 
the Toledo Glass Co. Its business should not 
be materially affected in an unfavorable way by 
peace, but on the contrary the company will 
benefit by the low production costs which will 
no doubt be brought about by a return to nor- 
mal conditions. At the same time there is a 
possibility of its losing considerable business 
through the operation of the laws against the 
manufacture of distilled liquors. 

The company has outstanding $7,257,400 pre- 
ferred stock and $10,550,000 common stock. On 
the common stock the par value of which is 
$25 a share, earnings in recent years have been 
as follows: 


are 35.60% 
ke xi Sxkwrvato.n hee 30.00% 
ESS 43.75% 
REE Chana As Sire @onie 45.90% 
rere 25.70% 


Dividends on the common are paid at the 
regular rate of 12% per annum. In addition 
to this extras are paid. These have recently 
been at the rate of 2% quarterly so that the 
stock may be regarded virtually as a 20% 
issue. At the current quotation, the yield on 
the basis of 20%, or $5 a year, is comparatively 
low for an industrial and while we believe that 
the stock has a good future and that earnings 
over a period of years will justify increased 
dividend payments, we do not think you can 
lose ped cm by deferring a purchase until 
market conditions generally are more favorable. 





Firestone and the Tire Industry 


M. S. W.,, Phila, Pa—Your position on 
Firestone Tire & Rubber is indeed quite un- 


fortunate, but we think you would be unwise- 


to accept such a large loss as the stock shows 
you by selling now. It may not have reached 
bottom but at least the decline has been so 
severe that a great many things that are un- 
favorable in the present situation and the out- 
look have been fully discounted. The stock 
declined largely in sympathy with the general 


decline in rubber stocks. You may know that 
the automobile tire concerns have been con- 
fronted with sharply rising costs of materials 
and labor and that since the United States has 
been involved in the war, their sales and ad- 
vance orders have shown a quite heavy falling 
off. The immediate future outlook is not par- 
ticularly rosy. On the contrary the margin of 
profit for the next year or two may be very 
slim and none of the tire manufacturers hope 
for as large a volume of business as they ob- 
tained in the prosperous year of 1916. 

However, the Firestone Tire & Rubber Co. 
is in a class by itself, as it manufactures the 
highest grade and the highest priced tires sold, 
and we are not inclined to the opinion that its 
business or profits will be affected to nearly the 
same extent in a period of depression as those 
of the cheaper tire manufacturers. If you are 
in a position to sit tight on your stock, we ad- 
vise you to do so, for within the next two or 
three years at least you should recover a large 
proportion, if not all of your loss. Of course, 
you must bear in mind that you bought the 
stock at a rather inflated value at a time when 
the enthusiasm for automobile and tire stocks 
was almost unbounded, but it is by no means 
impossible that the Firestone Tire & Rubber 
Co. will show earnings within the next few 
years to justify a duplication of the high record 
price of the stock. 





Anomalous Position of Maxwell Stocks 


A. B. A., Birmingham, Ala.—The reason why 
Maxwell common sells so much higher than 
the second preferred is not easily explained. 
Perhaps the most plausible explanation, how- 
ever, is the one, that the common stock 
possesses much better speculative : possibilities, 
not being limited to dividends. The second 
preferred has never been in favor for either 
investment or speculation, whereas the com- 
mon has been an extremely popular vehicle 
of speculation. 

We are inclined to regard Maxwell second 
preferred as cheap, but we think the common is 
still selling too high, for the resumption of 
dividends on this issue is a remote possibility. 





American Cotton Oil’s Handicap 


M. S. W., Charleston, S. C-—American Cot- 
ton Oil is certainly selling comparatively low, 
but the fact that the stock returns such a high 
yield at its current quotation reflects the fear 
that dividends will have to be reduced or 
passed altogether in the near future. The con- 
ditions affecting this company’s business are 
extraordinary in the extreme and there ap- 
pears to be little relief in sight. The big 
factor is the high price of cotton seed, but all 
other factors entering into the producing costs 
of the products it manufactures are unfavor- 


able. There have been price advances in all 
directions. We do not recommend a purchase 
of the stock. 
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Sound Investments Yielding 5% or Better 
War-Created Bargains in Railroad, Public Utility and Indus- 


trial Issues—Brief Comment on Suggested Purchases 





By JACOB SCHMUCKLER, A.M. 





MONG the many exceptional 
bargains in the bond market, 5 
per cent. issues hold a prominent 
Same place. Many bonds which have 

been selling above, or close to par for a 

number of years, and commanded record 

prices in the last upward movement in 
the bond market, are currently quoted at 

a more or less liberal discount, and one 

has little difficulty in selecting good sub- 

stantial issues yielding from 5.50 to 6.50 

per cent., and indeed even close to 7 per 

cent. 





Restriction in Investment 


However, in view of the many uncer- 
tainties as to interest rates and bond 
prices over the next few years, it would 
undoubtedly prove good policy at this 
time to restrict the investing of one’s 
funds in considerable degree to short- 
term and early maturing issues. The 
current market values of holdings of this 
general type are not so much dependent 
upon prevailing levels of interest rates as 
are those of bonds with longer maturi- 
ties, and as their principal value is rapid- 
ly approaching par, their markets are 
substantially more stable; a very attrac- 
tive feature of short-term holdings under 
present uncertain conditions. With this 
consideration in mind, the lists given 
herewith have concentrated upon early 
maturing issues, though a few of longer 
term have also been presented, and it 
might be mentioned in passing that the 
market contains a large number of at- 
tractive issues of this type. 

It is also significant to add regarding 
the degree of depreciation in investments 
of longer life, that, taken as a general 
rule, those with higher nominal interest 
rates have declined less in the recent gen- 
eral bond reaction than issues with lower 
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rates, and authorities have quite freely 
expressed the opinon that with the float- 
ing of a 4 per cent. “Liberty Loan,” 
which seems now to be almost a certain- 
ty, the market values of 3, 3% and 4 per 
cent. corporation issues will be more ad- 
versely affected than holdings with 
higher stipulated rates. 

The rather detailed lists of varied 5 
per cent. corporation bonds which are 
presented have been prepared with these 
considerations in mind. Current markets, 
and approximate rates of return, if held 
to maturity are given. A list of for- 
eign government obligations is not pre- 
sented, but the number of bargains in 
that section of the bond list is very large. 


Railroad Issues 


The first six of the railroad bonds are 
all high-grade. The St. Louis & San 
Francisco 5s are an issue of the old com- 
pany, which was undisturbed in the re- 
cent reorganization. These bonds are 
part of a closed mortgage under which 
there are only $9,484,000 outstanding, 
and are a first lien upon 986 miles of im- 
portant line of the prosperous and prom- 
ising St. Louis-San Francisco. 

Virginian Railway 5s are of some- 
what longer maturity than the rest of the 
railroad list, but they have very substan- 
tial security, and the property has good 

“promise. At current levels the bonds 
show a depreciation of about five points 
from their high record since January 1, 
and look attractive for a limited portion 
of one’s funds at around the present 
market. 

Great Northern recently, for the first 
time in years, has resorted to short-term 
financing, most of its requirements hav- 
ing been cared for through capital stock 
issues. The total amount of notes sold 
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was $20,000,000, and they were offered 
at 98 and interest to yield about 5.75, a 
very good return, when the high margin 
of protection for charges and the strong 
collateral security, consisting of $25,000,- 
000 refunding 4%s, are considered. 


St. Paul Debenture 5s 


Of the other high-grade railroad issues 
only the Chicago, St. Paul, Minneapolis 
& Omaha debenture 5s, due 1930, call 
for comment. These bonds have declined 
about six points from their high mark in 
the recent upward swing in the bond mar- 
ket, and are quoted near the lowest point 
reached since their date of issue. The 
obligation is not secured by a lien upon 
any specific property, but interest re- 
quirements are strongly protected, and in 


to April, 1936, at par, and that of the 
other holding, for the exchange of the 
bonds at par until June, 1924. 

The other Chesapeake issue, the fund- 
ing and improvement 5s, due 1929, of 
which there are only $3,698,000 out- 
standing, are of good standard character. 
Considering their security and the com- 
paratively stable market they have shown 
in the recent bond reaction, they appear 
particularly attractive at their present 
yield. The last four bond issues are 
selling at rather liberal discounts, and 
in view of their substantial security, 
yield good rates of return. The position 
of the Minneapolis & St. Louis has been 
considerably improved by the recent re- 
financing. Results in the earlier part of 
the current year were not very encour- 








TABLE I. 
SELECTED RAILROAD BONDS . 


Issue 


(1) St. Louis & San Francisco gen. 5s......... 


(2) Virginian Railway Ist 5s 


(3) Great Northern 3-year 5% notes............ 
(4) Chicago, St. Paul, Minneapolis, & Omaha deb. 5s. 
(5) Alabama & Vicksburg 2nd 5s............. 
(6) Kanawha & Michigan 2nd 5s............... 


(9 & Ohio funding and imp. 5s... 
(10) Toledo & Ohio Central gen. 5s............. 
(11) Minneapolis & St. Louis Ist conv. 5s....... 
(12) Mobile & Ohio, St. Louis div. 5s.......... 
(13) Wabash RR. BR. Gnd Se..ccccccccccccesseccce 


Current Yield at 

Market Current 

Maturity About Market 

debecdes 1931 96% 5.35% 

wieseue 1962 95% 5.28 
Sheacen 1920 98% 5.65 
1930 97 5.32 
Finan 1921 90 7.78 
Ceudeos 1927 934% 5.90 
codeine 1946 85 6.08 
isco 1934 97 5.27 
boas 1929 93% 5.76 
eerer. * 1935 85 6.40 
ih srdleae 1934 8356 6.61 
re 1927 88 6.65 
=e 1939 93% 5.48 








view of the early maturity of these bonds 
market values should hold up well in re- 
actions. 


Standard Investments 


The issues composing the rest of the 
railroad list are of standard investment 
character. Included among these are the 
Chesapeake & Ohio convertible 5s and 
the Southern Pacific convertible 5s. In 
addition to their attractiveness from the 
purely investment viewpoint, the conver- 
sion privileges of these issues, especially 
that of the former, appear quite valuable 
at this time. That of the Chesapeake 
issue stipulates exchanging the bonds for 
stock at 75 until April 1, 1920, 1920 to 
1923 at 80, 1923 to 1926 at 90 and 1926 


aging, but they have improved since, and 
according to all indications the road 
should in time work into a stronger posi- 
tion, and the bonds command somewhat 
better prices. 


Public Utility Bonds 


The public utility obligations include 
three high-grade issues of comparatively 
short term. The El Paso Electric is a 
Stone & Webster proposition. The 
property is a good earner and charges on 
the first 5s are strongly protected, the 
company having earned an average 
of nearly 15 per cent. on the common 
stock in the last four years. In addition 
the bonds are collaterally secured by de- 
posit of securities of the controlled com- 
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panies, and considering their early ma- 
turity, there seems to be little danger in 
holding them under any conditions. 

The Jacksonville Electric issue is an 
underlying obligation of the Jacksonville 
Traction which has not shown up so 
well as the El Paso Electric. However, 
there are only $1,245,000 of these bonds 
outstanding, and they have a substantial 
margin of safety of 70 per cent. The 
California Gas & Electric 5s, an under- 
lying obligation of the Pacific Gas & 
Electric, are very substantially secured 
in regard to earning power and property 
assets and carry the additional security 
of a rather liberal sinking fund. 

The next three issues are obligations 
of Chicago traction properties. These 


companies have shown satisfactory im- 


called for redemption before maturity at 
redemption prices of 102% for both 
issues. In this connection with 
this treatment the detailed analysis 
of the Philadelphia company appearing 
in the August 18 edition of this publica- 
tion should prove of interest and value. 

The rest of the list ‘consists of well 
secured bonds of promising public utility 
properties. 


Industrial Bonds 


The three steel issues, the Standard 
Milling 5s and the Central Leather 
first 5s, are high grade. Consider- 
ing the especially strong security of 
the three steel company obligations, 
they look relatively cheap at prevailing 
levels. Both of the Bethlehem issues are 








TABLE IL. 
SELECTED PUBLIC UTILITY BONDS 


Issue— 

(1) El Paso Electric coll. trust’ 5s 

(2) Jacksonville Electric Ist 5s 

(3) California Gas & Electric unif. 5s 

(4) Chicago Railways Ist 5s 

(5) Chicago Railways cons. “A” 5s 

(6) Chicago City Railway Ist 5s 

(7) Philadelphia Company conv. deb. 5s. 
(8) Philadelphia Company cons. & coll. 5s 
(9) United Light & Railways Ist & ref. 5s. 
(10) Pacific Gas & Electric gen. & ref. 5s. 
(11) Northern States Power Ist & ref. 5s 
(12) Pacific Light & Power Ist 5s. 


—_— 


TS — 


provement in the last year or so, and 
from all indications these bonds should 
sell somewhat higher with the return of 
a more normal money market, providing 
conditions for tractions as a class do not 
take a turn for the worse. The three 
bonds given above are all strongly pro- 
tected, especially the Chicago City Rail- 
way first 5s. On February 1 a dividend 
of 2 per cent. was paid on the series 2 
certificates of the Chicago Railways, 
compared with a previous similar dis- 
bursement in June, 1915, and the Chi- 
cago City paid an extra dividend of 14 
per cent. in 1916 in addition to the 8 
per cent. payment made in 1915. 

The two issues of the Philadelphia 
company are strongly secured, and there 
are many indications that they may be 








Yield at 
Current 
About Market 


95% 5.42% 
93 5.92 
97 5.20 
6.36 
7.50 
6.18 
. 6.64 
5.65 
6.42 
6.04 
5.81 
6.12 


Current 
Market 








naam 


obligations of the operating property, 
but are guaranteed as to interest and 
principal by the Bethlehem Steel Cor- 
poration. The Standard Milling first 5s 
is an exceptionally strongly secured is- 
sue. The Central Leather first 5s have 
generally been regarded for some years 
~as leaders among the standard industrial 
bonds, and the recent prosperity has 
further strengthened their position. 
Winchester Repeating Arms notes are 
quoted at a rather liberal discount and 
yield a large return, which gives them a 
speculative flavor. The price reflects 
considerable disappointment in connec- 
tion with their rifle contracts. Surplus 
applicable to dividends in the fiscal year 
ended February 5, 1917, was only $10,- 
000, but the unfavorable conditions have 
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been remedied to a large extent, and a 
considerably better showing will un- 
doubtedly be made in the current year. 

The General Rubber debenture 5s, due 
1918, are guaranteed as to interest and 
principal by the United States Rubber 
and the Rubber Goods Manufacturing 
Company. This property was incorpo- 
rated in 1904 for the purpose of supply- 
ing the two guaranteeing companies with 
crude rubber. These bonds were not im- 
mediately affected under the refunding 
plan of the United States Rubber Com- 
pany earlier in the current year, it being 
the object of the controlling property to 
develop extensively its plantations, 
though a sufficient amount of the United 
States Rubber first and refunding 5s, 
due 1947, are reserved to provide for 
them at maturity. 


dividends at the annual rate of 4 per 
cent. in 1916 comparing with a previous 
2% disbursement in 1911, 

Interest and principal on the National 
Starch bonds are guaranteed by the Corn 
Products Refining Company. This prop- 
erty earned a little more than 20 per 
cent. on its preferred stock in 1916 
against about 11 per cent. in the previous 
high year, and accrued dividends on this 
issue are being paid off rapidly. In No- 
vember, 1916, Judge Hand in the United 
States District Court at New York hand- 
ed down a final decree ordering the com- 
pany to dissolve and to submit a plan to 
the Federal Trade Commission for a sat- 
isfactory division of its business to re- 
store competition. The company filed a 
petition in the Supreme Court appealing 
from the decision ordering dissolution, 








TABLE III 
SELECTED INDUSTRIAL BONDS 


Issue 


(1) Bethlehem Steel Co. 5% secured notes..... 
2) “tt one oat. Se...:... 


(3) Lackawanna Steel Ist 5s...............00+: 
(4) Standard Milling Ist 5s..............se0es: 
(5) Comtral Leather let Se.......ccccsccccccces 
(6) Winchester Repeating Arms 5% notes...... 
(7) General Rubber deb. 5s..............0.000. 
(8) American Cotton Oil deb. 5s.............. 
(9) Virginia-Carolina Chemical Ist 5s.......... 
(10) National Starch deb. 5s...............+00+: 
(11) Corn Products ogy & Enc butehi cides 
(12) American Smelting & Refining Ist 5s....... 


Current Yield at 

Market Current 

Maturity About Market 

ee 1918 98% 6.10% 
See at 1942 947% 5.37 
sic Taig anata 1923 98% 5.37 
paecaaaabhe 1930 93% 5.71 
iwenseseuee 1925 98 5.31 
wedeed wanes 1918 97% 9.00 
weapesnkeal 1918 98% 5.75 
LL ucecedouee 1931 92% 5.75 
Jevecwamaind 1923 96 5.79 
hcetweeendu 1930 90% 6.07 
A a edidanaaand 1931 98% 5.18 
cepenaediek 1947 91% 5.57 








The rest of the industrial list consists 
of holdings whose interest charges have 
always been tolerably secure and which 
have been especially benefited by 
conditions created by the war. Aside 
from the American Cotton Oil Company, 
all of the issuing properties showed rec- 
ord-high earnings in the 1916 year, and 
while revenues may not turn out so 
well for the security holders of industrial 
companies in view of the Government’s 
price fixing policy and increased taxa- 
tion, the status of these concerns has 
been improved to such an extent by the 
recent prosperity that there can be little 
doubt as to the safety of their bond is- 
sues. American Cotton Oil resumed 





and the case is still pending, but judging 
by previous attempts at “Trust-busting,”’ 
investors need have little apprehension 
on this score. 

The American Smelting & Refining 5s 
were issued earlier in the year to retire 
the preferred “A” and “B” stocks of the 
American Smelters Securities Company, 
the ultimate object being the dissolution 
of the intermediary company with a view 
to secure more efficient operation. 

Both these bonds and the Virginia- 
Carolina Chemical 5s are strongly se- 
cured in point of physical assets and 
earning capacity, and additionally se- 
cured by a rather liberal sinking 
fund. 
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What Every Investor Ought to Know 


The Bond Circular—What It Shows the Investor—Is It Suf- 
ficient on Which to Base a Decision, or Need Other 
Information Be Sought? 





By JAMES KENNEDY 





[This is the third of a series of articles about a corporation invented for the purpose of 
illustration, designed to present to the business man and investor certain elements about which 
he should be well informed. Almost all authors have discussed this subject in a highly eco- 
nomic manner. It is the purpose of these articles to be extremely elementary—the very A B C 


of the subject.—Editor.] 





OU, Investor, have received the 
bond circular of Lee Green & 
Co. describing the Phantom 
Aero Co. new 5% bonds. Af- 

ter going over it, what conclusion will 

you reach? Will you invest in these 
bonds ? 

In previous articles, it was shown 
why these bonds were issued and also 
how they were offered to the public. 
Information had also been gained 
about the personnel of the company. 
There is now before us the circular of 
the investment firm offering this invest- 
ment and it is our duty to study it and 
find out what further information is 
necessary and what should be confirmed 
in the circular. 





Is the Equity Sufficient? 

A glance at the last balance sheet 
shows us that there are $5,000,000 in se- 
curities held by the Aero Co. These se- 
curities are probably listed at cost price 
and it is very doubtful if they would 
bring one-fifth of their value if dis- 
tributed to the bond holders. So far as 
they are concerned the importance to the 
mortgage is negligible. There is there- 
fore left, back of the bond issue, $10,- 
000,000 book value in property. The cir- 
cular tells what the property is and where 
it is located and this fact is attested to by 
the accountants, but the investor, to get 
complete knowledge, should incorporate 
this question in his letter to the invest- 
ment firm before placing his money for 
the purchase. 


What Becomes of the Money? 
Any one loaning money is vitally in- 
terested in what the borrower intends to 
do with the money. In fact he is entitled 


(815) 


to know. The circular particularly states 
that this money is to be used for the ex- 
tension of the plant, to retire the short 
term notes and provide working funds. 

It has been demonstrated to the stock- 
holders that the Phantom Aero Co. is 
losing by heavy interest payments on ac- 
count of borrowing current funds from 
the banks. There is no objection there- 
fore in using the funds for this purpose. 
The lender knows also that in addition to 
the equity stated, the supplies purchased 
and the finished but unsold products will 
be an additional guarantee back of the 
mortgage. 

There cannot be much extension to the 
plants with the proceeds of the sale of 
these bonds, for after the short term 
borrowing obligations are satisfied, the 
remainder will hardly be sufficient for 
further property extension. 


Will the Bonds Be Paid When Due? 


The circular distinctly states that there 
will be a sinking fund established so as 
to pay off the bonds at maturity, when 
they are due. A number of financial ex- 
perts of five or ten years back, believed 
that the principle of refunding, paying 
off the loan through the issuance of a 
new one, was the better plan. Their 
idea was that by the time the loan was 
due, the company would be so well es- 
tablished and earnings so good that a 
new loan could be made at reduced in- 
terest. The Phantom Aero Co. is more 
experimental and in addition there are 
uncertain financial elements brought 
about by the world war. It is therefore 
more advantageous to the investor to 
have the sinking fund in existence. 

The sinking fund puts aside each year 
4% of the issue. This is a little larger 
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than usual, but it means that the Phan- 
tom Aero Co. will be able to make quite 
a little income from the sinking fund in- 
terest. It is a better financial arrange- 
ment to do this than to allow for the ac- 
crued interest on this fund to take the 
part of the ultimate principal. 


Future Mortgages on the Property 

The circular clearly states that this is 
the entire issue and that it is a first mort- 
gage on the property as a whole. There 
is no provision for any future borrow- 
ing which will affect the equity behind 
this loan. There is nothing said in the 
circular except a plain statement of facts. 
If there is to be other borrowing in the 
future, it will either have to be on a-sec- 
ond mortgage basis or on new property 
to be acquired later. The book value of 
the real tangible assets is shown to be 
$15,000,000. If the $5,000,000 of securi- 
ties held should be left out of considera- 
tion as problematical, there yet remains 
$10,000,000 which can never be utilized 
as first mortgage equity until the present 
loan is paid. 

The circular does not clearly show 
whether the book value of $10,000,000 is 
an inventory after the $6,000,000 depreci- 
ation has been charged off. (Note earn- 
ings figures of $2,000,000 depreciation 
a year for each of three years.) 
If the ten millions is the value at 
June 30, 1917, it is most probable that 
it is carried at a figure arrived at after 
the depreciation had been charged off 
and is not the total of original purchases 
at cost. 

Interest Payments 

Will the Phantom Aero Co. be able to 
pay the interest and pay its quota to the 
sinking fund account? 

The answer to this question depends 
upon the estimate and conclusions 
reached from a study of the past, the 
conditions of the present and a guess for 
the future. Each year has shown 
an increase in gross earni as shown 
in the circular and the operating ses 
have increased also but in an orderly and 
fair manner. The circular states that 
large orders have been received from the 
government. The present, therefore, is 
provided for. 

The future can only be judged by be- 





lieving that the same ratio of progress 
will be maintained. The examination of 
the officers and directorate has convinced 
the investor that they are to be trusted. 
It is therefore proper to suppose that the 
future will be advantageous to the Phan- 
tom Aero Co. It is inconceivable that 
the directors would permit their company 
to fall behind either in new ideas or in 
business getting. The possibility, of 
course, might conceivably be that new 
patents and form of manufacture might 
be invented which would make the Phan- 
tom Co. a back number. This is possible 
but hardly probable. From this view- 
point the investment is reasonably safe. 


Is the Yield Sufficient? 


The yield problem is a matter of choice 
for the investor. A 5% yield during 
war times when good bonds are cheap 
is not too much for this kind of an in- 
vestment. In fact, it is hardly enough. 
When one considers that Central Leather 
Co. Ist mortgage 5’s are selling below 
par as well as Southern Pacific conver- 
tible 5’s due 1934, it would seem that 
these bonds should yield more than 5%. 
The fact is that the yield is hardly at- 
tractive enough for the average investor 
in this class of bonds. On the other 
hand, both principal and interest seem 
safe, and for the purpose of further il- 
lustration, we will permit our investor to 
make his purchase after he has had a let- 
ter from Lee Green & Co., satisfying him 
by their answers to the questions which 
he asks them about their circular. 

New York City, 


Sept. 5, 1917. 
Messrs. Lee Green & Co., 
640 Wall Street, 
New York City. 
Gentlemen : 

I have received your circular relating to 
the new issue of 5% bonds of the Phantom 
Aero Co. If the answers to my questions are 
satisfactory, I will ask that you permit my 
subscription to $10,000 face value of these 
bonds. 

1. Are these bonds interchangeable as to 
coupon and registered? The circular did not 
state this situation. 

2. Kindly let me know the cost of the origi- 
nal investment in the various properties men- 
tioned in the circular. If the original cost, 
including the cost of the buildings, approxi- 
mated within two million dollars of the ten 
million in Plant Account, the equity is 
sufficient for all purposes of investment. 


4. 
—=——_ 
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LEE GREEN & CO. THE TELEPHONE, SUNSET 6180 
640 WALL ST., “GREENLEE” 


NEW YORK CITY. PHANTOM AERO CO. 


FIRST MORTGAGE 5% 25-YEAR SINKING FUND GOLD BONDS 


DATED SEPT 1, 1917. INT. SEPT. 1 AND MARCH 1. DUE SEPT. 1, 1942. 
COUPON—$1,000, $500, $100. REGISTERED (PRIN. AND INT.) $1,000, $500, $100 


STANDARD TRUST CO., N. Y., TRUSTEE 


Mortgage—These bonds are a direct obligation of the Phantom Aero Co. and are secured 
by a first mortgage on all the property, patents, materials, and stock of subsidiary 
companies owned by the ‘Phantom Aero Co. Property consists of 52 acres at 
Akron, Ohio, 30 acres at Atlanta, Georgia. The Buildings are 15 in number, includ- 
ing all factories and shops. The Patents have been filed and registered, and all liti- 
gation over them has been settled. Materials include the latest and best qualit 
machinery for manufacture. Subsidiary Stock consists of 5000 shares of Jones & 
Co. (entire capital), and 3500 shares Brown & Co. (control). TOTAL BOOK 
VALUE—$15,000,000. By Doe & Co., accountants. 

Issue Authorized—$5,550,000. Outstanding, $5,550,000. 

Disposition—Extension of plants, to retire outstanding short term notes, and provide ad- 
ditional working funds. 

Sinking Fund.—Annual sinking fund beginning Sept. 1, 1918, equal to 4% of outstanding 
amount. No retirement of bonds until due at par. 

Future Financing.—No other issue of bonds can be made under this mortgage. 

Statement of Company 


BALANCE SHEET JUNE 30, 1917 


Assets. Liabilities. 
Treasury Securities ........... $2,000,000 ee $12,500,000 
GE tai ndk< canehdesace dn 2,600,000 OT ae 12,500,000 
Finished Planes ................ 1,400,000 Short Term Notes ............ 4,000.000 
CRN ee en asd sas hasionparie 1,200,000 ae, ee ee 400,000 
Accounts Receivable .......... 300,000 eS 2”. SE are 120,000 
Insurance and Taxes (Reserved) 50,000 Pe I BS 6. bx cc cec dad Cees 3,030,000 
Gia tc cedctcentmoceané 5,000,000 
PE cc kd cin tee kehOkaadage 10,000,000 
POE: decir Sin et Olan beaesane 10,000,000 
$32,550,000 $32,550,000 
EARNINGS 
1915 1916 1917 
Goat IND ois vc banc esicaseeve $6,000,000 $7,500,000 $11,530,000 
Operating Expenses .... .......... 4,000,000 4,800,000 7,200,000 
Net Earnings ...................$2,000,000 $2,700,000 $4,330,000 
I ci ka enincnnacaead 2,000,000 2,000,000 2,000,000 
GR oh ids ccues tat iciteebares aaa $700,000 $2,330,000 
OFFICERS AND DIRECTORS 
President—John Smith. Vice Pres. and Manager—Abram Spencer. 
Sec. and Treas.—Thomas Brown. 
DIRECTORS 


Andrew Kennedy—Pres. Fifth National Bank, Akron, Ohio. 

— Speed—Vice Pres. Merchants Bank, New York City. 

enry ames—Pres. Gotham Trust Co., New York City. 

Martin Eckert—Eckert & Co., Akron, Ohio. is 

me Day—Day & Co., Cleveland, Ohio. : 

ohn Wight—Novelty Co., New York City. 

Arthur Morgan—Capitalist. 

Justice Forman—Forman & Co., bankers. 

Production—Since 1915 The Phantom Aero Co. has kept pace with competitors and 
has steadily increased its. output. Recently it has been given large orders 
by the United States Government for the standard type of approved plane, XZ4. 

Management—Organization at a high state of efficiency and experimental stage is now 
over. The engineers are from the Curtiss and Wright comeasiee and from France 
and England. Development work constantly improved. he books are audited 
by Doe & Co., accountants, of New York City. 

Price 100 and Interest. 
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3. I have not even considered the item of 
patents in the mortgage. They are of course 
valuable, but the Account shows ten million 
for this item which appears very large. It 
makes little difference to me as a lender 
whether the ten million charge here was offset 
by a bonus of stock to the original inventors 
and incorporators, or whether it is offset by 
selling the stock at an original discount. | 
merely desire to know this out of interest or 
curiosity. 

4. Kindly be more explicit about the five mil- 
lion dollars in assets expressed as Securities 
Owned. Is there a possible market for these 
securities or would the purchased assets of 
the controlled companies be valuable only to 
the Phantom Aero Co.? A statement show- 
ing the intrinsic value of these securities with 
further explanation by you would lead to 
suggestion by me that I increase my original 
investment. 

5. Please send me a list of names of the 
prominent engineers mentioned in the Man- 
agement paragraph of the circular. Are these 
men truly the best to be employed in the aero- 
plane business and have they long term con- 
tracts with the Phantom Co.? Unless you 
can definitely state desirable facts about this 
portion of the management, I would not care 
to risk my money on this loan. 

6. Has the stock got a market? As a lender 
I am interested to know what was done and 
is being done in marketing the both classes 
of stock, It will give me a direct line on 
those interested in the company and also 
give me a working basis for judging the man- 
agement as a whole. 

In addition, I wish to know if it is your 


intention to list these bonds on the New 
York Stock Exchange, where there is an open 
market, if I find I need to sell them at any time. 
Or, do you expect to stand back of these bonds 
with your associates, providing the market 
yourself instead of permitting the issue of 
bonds to get entirely out of your control? 
Either system of market arrangement is sat- 
isfactory, but I would prefer not to have the 
bonds listed on any exchange. 

7. The item of Supplies and Finished Planes 
looks rather large. Are these orders which 
have not been filled, or are these planes obso- 
lete? 

8. Why was it necessary to borrow so much 
on this issue when there remained two million 
in treasury stock yet to sell? I judge that 
this is not the opportune time to sell stock 
and that you believe that it is a better invest- 
ment for the Phantom Co. to hold it, there- 
fore getting much more in the future. 

I will appreciate the answers to these ques- 
tions and any further information which you 
will give me. Very truly, 

M. R. Investor. 


Having decided that the yield was 
sufficient ; that the equity is satisfactory ; 
that the Phantom Aero Co. is likely to 
do a big business and make much more 
money than in previous years; that the 
management is capable; and that the 
terms of the issue are in accordance with 
what is desired for investment—M. R. 
Investor purchases the bonds at par. 








REGARDING LIQUIDATION 


We do not know how long liquidation will run on or to what level 
No man knows to what extent the 


eventually will go. No man knows. 


_ 
iqui- 


dation of high grade railroad and industrial securities, for what may be called 


conversion into tax exempt Liberty 
may go, or what 
will reach. 


Loan bonds and Allied bonds, 


extent liquidation based upon other considerations 
It is still a market bounded on all sides with uncertainties, 


and in view of those uncertainties who would expect the ordinary outsider 
to come into Wall Street with an intention of buying stocks? 


The speculator is not buying. 


The ordinary investor is not buying, the 


chief buyers of investment securities now offered for sale being financial insti- 
tutions and large banking houses which can afford to carry their purchases 
through any crisis and which believe their holdings eventually will stand them 


great profits. 


e United States has the first lien on the money supply in this country. 


The Government must come first in the matter of credit, but the merchant, the 
manufacturer and the corporations whose needs may be urgent will obtain ac- 
commodation, — at a high cost. Money is not going to be cheap to the 


ordinary borrower. 


ndeed, money will be relatively dear, and the borrowers 


must make up their minds to pay high rates for the period of the war. 
Bankers do not believe there is to be a supply for speculation—at least for 


a big bull speculation. 


The country is not in a position to finance it. 
lation on borrowed money may be placed in a class with luxuries.—N. Y. Sun. 


Specu- 






































> IMPORTANT DIVIDEND ANNOUNCEMENTS 
To Obtain a Dividend Directly from a Company the Stock Must Be Transferred into the 
Owner’s Name Before the Date of the Closing of the Company's Books. 
I 
Div. s Books Div. Last Books 
Rate Name Div’d Close Payable Rate Name Div’d Close Payable 
.... Aetna Expl, p 1K%% *Oct. 14 Oct. 25 6% Int. Cons Corp, p. 3*2 8 *Sep. 10 Oct. | 
4 Am Bank Note, p 75c *Sep. 15 Oct. 1 20% Interboro Rap Tran 5 % *Sep. 15 Oct. 1 
SF te eet eee EG Scr is Oct. 31 E 
m t Sugar, c t. ct. c 
s% A Br : « 3 . 2 & sen. 21 se. 29 $6 Kennecott Copper. — Q Sep. 7 Sep. 29 
m Br ~c ep. p. 29 ss > 
7% Am Can, p...... 14% *Sep. 15 Oct. 1 72 Lig’t _* ero Tp r $8 ms 17, Oct. 1 
.... Am Car, p ext...m34% ‘Sep. 15 Oct. 1 =~ eser is, Istp 14% ep. 15 Oct. | 
7% Am Car & Fdy. p 1%% *Sep. 14 Oct. 1 M 
4% Car & Fdy.c 1 % *Sep. 14 Oct. 1 4% Mackay Co’s, p... 1 % *Sep. 8 Oct. 1 
$6 Am Express ..... $1.50 *Aug. 31 Oct. 1 6% Mackay Co’s, c 14% *Sep. 8 Oct. 1 
5% Am Hide & L, p. 24%S “Sep. 10 Oct. 1 $2 Magma Copper.... 50c + 7 Sep. 29 
4 $3 Am Internat’l c.. 75c *Sep. 15 Sep. 29 --.» Magma Cop ext. .wl0c *July 14 July 25 
7% Am Locomotive, p in® Sep. 17 Oct. 22 7% Manbattan Ry.. 14% *Sep. 15 Oct. 1 
5% Am Locomotive, c 14% Sep. 17 Oct. 3 7% Maxwell Mtr ist p 1”%% *Sep. 10 Oct. 1 
.... Am Loco, ¢ ext..wl % *June 22 July 25 12c McKin-Darr- Savage 3c *Sep. 8 Oct. 1 
$3.50 Am Pneu S, Ist p$1.75 S Sep. 14 Sep. 20 8% Mexican Pet’m, p. 2 % *Sep. 15 Oct. 1 
7% Am Pub Service, p 1K% *Sep. 15 Oct. 1 7% M.StP&SSM,r. 34% *Sep. 21 Oct, 15 
6% Am Sm, R& M,c 1%% Aug. 24 Sep. 15 7% M,StP&SSM,c. 34%S *Sep. 21 Oct. 15 
..., Am Sm’& R,cextwl % July 2 July 28 -.+. Moline Plow, c... 2 % *Sep. 30 Oct, 15 
4 6% Am Sm Sec, p A. 14% *Sep. 14 Oct. 1 7% Montana Power, p. 8% 8 *Sep. 15 Oct. |! 
5% Am Sm Sec, p B. 1%% *Sep. 14 Oct. 1 5% Montana Power, c. 14% *Sep. 15 Oct. 1 
2 An suser 7 Pp. : 2 — 1 pet. 2 N 
m Sugar Ref, c. *Sep. 1 ct. 2 7% Nat'l Biscuit, c... 1 be 
7% Am Woolen, p... 14% Sep. 14 Oct. 15 7% Nat noon & S. Pp. vz sce 3 _ 3 
i 5% Am Woolen, c... 14% Sep. 14 Oct. 15 4% Nat Enam & S,c. 2 &% *Oct. 27 Nov. 15 
5% Associated Oil ... 1%%Q “Sep. 29 Oct. 15 4% Nat Lead, c...... i %Q “Sep. 7 Sep. 29 
3% Atl, G& WISS, p 1a% "Sep. 10 Oct 1 6% Nat Sugar Ref... 14% 9 *Sep. 10 Oct. 2 
2 S . . 
7% Beth Steel, p.-... EGO “Sep. 15 Oct. 1 ONY AR Brest. 240 ‘Sen 4 Sen al 
10% Beth Steel c Pig 2%% *Sep. 15 Oct. 1 $16 N Y Transit..... $4 Q *Sep. 22 Oct. 15 
ia ~~ Sil. : A ad any * Aug. 1 sx : ¥ Team, ext. $2 *Sep. 22 Oct. 15 
eel, c ep. 2 } Co. 13 as 
rs Booth Fisheries, 4 is 9 “Sep 3 — i o American Co : 4% Q “Sep. 15 Oct. 1 
rt! isheries, c 50c ep. 20 Oct. 1 . 
6% Borden's Con M,p 116% 0 Sep. 1 Sep. 15 7% PettivomneM: tabi Me 8 osee > Oe I 
3 m’r Co q t. ; ‘ c 
10% Brit Aim Tobacco, p 5% s a 7 oo. 29 8% Pierce-Arrow M, p 2 % *Sep. 14 Oct. 1 
—Payable t N 
. Brit- — Tob, — ~~ be ee a * Sep. 29 12% Quaker Oats, c... 3 %Q *Oct. 1 Oct, 15 
—Payable to rly of coupon No. 63. R 
6% Bklyn Rapid Tran 14% 8 *Sep. 10 Oct. 1 7% Ry Steel-Spring, p 14% *Sep. 5 Sep. 20 
6% Bklyn Union Gas. 14% *Sep. 13 Oct. 1 5% Ry Steel-Spring, c 1A% *Sep. 15 Sep. 29 
Cc 7% Repub I & Stl, p. 14% *Sep. 15 Oct. 1 
7% Calif Packing, p.. 14% *Sep. 20 Oct. 1 6% Repub I & Stl, c. 1n% *Oct. 15 Nov. 1 
J 1% Gal ay ye >! % — 20 Oct. 1 S 
umet & Arizona ep. 7 Sep. 24 3 Se. seph Lead.. 
7% Can Gen Elec, p.. 34% *Sep. 15 Oct. 1 se | eg Pang p. 13% “seh. Pr} a. * 
8% Can Gen Elec, c.. 2 #Q *Sep. 15 Oct. 1 2 Shattuck-Arizona.. 50c *Sep. 29 Oct. 20 
; 4% Can Pacific, p. 2% *Sep. 1 Oct. 1 .... Shattuck-Ariz, ext. 75c *Sep. 29 Oct. 20 
10% Can Pacific, c ‘  2%% *Sep. 1 Oct. 1 6% Southern Pacific... 14% *Aug. 31 Oct. 1 
7% Central Lotte > 1%% *Sep. 10 Oct. 1 $20 South Penn Oil... $5 *Sep. 12 Sep. 29 
8% Chandler M Car.. 2 %&% *Sep. 15 Oct. 1 $12 S W Pa Pipe L — s $3 *Sep. 15 Oct. 1 
.... Chandler M C,ext 1 % Sep. 15 Oct. 1 12% Stand Oil of Ky.. 3 % Sep. 15 Oct. 1 
12% Soaceerenes, Mfg. ve 4 Q Ms ; sep » 3 Stats ¥ Ser et of 4 , a $1.25 *Sep. 15 Oct. 1 
eee 4 e ¢ 
en ig bei an tek. oun pe, t *d — -¢ = . a oe * 
x une i 
S% Sie. € Nor'w's, 22 £8 3Ser- 2 Oct. "7% Toe Avenue By, 14% 9 “sep 13 a i 
. ep. . i i 7 © 
6% Cities Service ~e ue esee 8 = : 6% Twin City R T, ¢ tS ai Sep. 15 Oct. 1 
ities Service, c.. %M *Sep. 15 Oct. 1 7 ° 
$3, Colo Fuel & 1, c. 75¢ Chee 6 Oct. 28 | fat Uaderwced Zype.e INS OD cee ts Oe 
7% Crucible Steel, p. 14% *Sep. 15 Sep. 29 6% Union Bag & Paper 14% *Sep. 5 Sep. 15 
— Bag & q 
7% Cuba Sug, p. 14% *Sep. 12 Oct, 1 ..++ U Carbide Co, ext x20 % *Sep 16 ~ 2 
10% Cuban-Am Sug, c. 24% Q “Sep. 12 Oct. 1 _.. U Oil of Calif,ext 1 %  *July 10 fay 20 
..-. Cuban-Am S, cext10 % *Sep. 12 Oct. 1 "8% Union Pacific, c 2 &Q ee 1 Oct. 1 
. Cuban-A S, c ext. * % *Sep. 15 Oct. 2 .... Union Pac, c ext. %% *Sep. 1 Oct. 1 
5 bee 
2% Distillers Securities %% *Oct. 2 Oct. 18 ca acre yy p ae ose ig =. : 
4% Dominion Steel, c. 1 28 ‘*Sep. 5 Oct. 1 4% United af & Rye, cl & *Sep. 15 Oct. 1 
7% Dominion Textile, c 136% *Sep. 15 Oct. 1 5% USCasttIP&F.p 14% *Sep. 3 Sep. 14 
16% U S Ind Alcoh 1, 1 « . 
7% Federal Sug Ref, c 14% 8 *Sep. 12 Sep. 15 wine U.S ‘Ind Al, ne ie i one, 20 Ont 
. 7% Fisk Rubber, 2d p vd Sep. 1 Sep. 15 5% B S Steel, c.--.. {4B a i. 1 sep. 4 
: at ae el, c ex q . 
6% Gen Chemical, p.. 14% *Sep. 18 Oct. 1 $4 Utah Cons Min... $1 Q “Sep. 8 Sep. 24 
8% General Electric... 2 % *Sep. 15 Oct. 15 Ww 
7% Goodrich (BF), p 1% % *Sep. 21 Oct. 1 $4 White Motor .... $1 *Sep. 15 Sep. 29 
7% Great Northern Ry 1n% Sep. 21 Nov. 1 4% Wisconsin Cent, p 2 %% *Sep. 8 Oct. 1 
7% Gulf Ste Stl, Ist p 14% *Sep. 15 Oct. 2 $12 Wolverine Cop Min $6 s once 8 Oct. 1 
6% Gulf Sts Stl, 2d p 14% “Sep. 15 Oct. 2 7% Woolworth (F.W),p 14% Q *Sep. 10 Oct. 1 
.... Gulf S Stl, 2d p, ext 14% “Oct. 14 Nov. 1 7% Worth P & M, pA ie 8 *Sep. 20 Oct. 1 
H 6% Worth P&M, pB 14% *Sep. 20 Oct. 1 
$3 Haskell & B Car. 75c *Sep. Oct. 2 Y 
8% Hercules Powder. 2 % Sep. i3 Sep. 25 $4 Yukon-Alaska Tr.. $1 8 Sep. 7 Sep. 29 
--- Hercules Pdr,cext 2 % Sep. 15 Sep. 25 30c Yukon Gold ..... 7%e Sep. 7 Sep. 29 








“Books do not close; dividend payable on that date. 
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Bond Inquiries. 





Price and 

J. R. B., New Orleans, La.—South Side Ele- 
vated Railroad First Mortgage Gold 4%s, due 
{aly de 1924, are outstanding to the amount of 
$8,000,000. The South Side Elevated Railroad 
Co. was incorporated in January, 1897, as suc- 
cessor to the Chicago & South Side Rapid 
Transit Railroad, sold-under foreclosure. The 
company operates under lease for fifty years, 
from 1908, the Chicago Junction Railroad. The 
company is controlled by the Chicago Elevated 
Railways through ownership of practically its 
entire capital stock. 

The South Side Co. owns and operates an 
elevated railroad upon private right of way 
from Congress Street-to Jackson Park Avenue 
and 63rd Street; also to 42nd Street and 
Oakenwald Avenue to Loomis Street and 63rd 
Street, in the city of Chicago. It also operates 
trains over the loop line. Miles of single track 
owned, 29.98; operated under contract, 0.30 
mile; leased, 6.22 miles; miles of siding, 10.56; 
total operated, 47.06 miles. Its equipment con- 
sists of about 370 motor cars and 39 trailers. 
The franchise of the company expires in 
March, 1938. 

The equity in property securing these bonds 
is about two and one-half times the amount of 
the issue, while the annual net earnings are 
approximately four times the interest charges. 

he bonds are very high grade, but they are 
hardly well enough established to be absolutely 
impervious so far as their market price is con- 
cerned to the influence of changing earning 
power. That is, the price of the bond is apt to 
respond to changes in the margin of safety 
shown by the company much more directly than 
with higher grade issues. While the earnings 
of the company have not been as satisfactory 
of late as they normally are, owing to increased 
operating expenses, there is certainly no reason 
to believe that the margin of safety under even 
worse conditions will fall low enough to cause 
apprehension. These bonds mature in a com- 
paratively short time and before maturity 
should sell at a premium if the war does not 
last for several years longer. We can con- 
— “egmeed recommend that you hold the 
bonds. 





Short Term Bonds Best to Buy 

J. J. A., Newark, N. J.—Bonds of short ma- 
turity are the most desirable to purchase now 
because they are selling generally on a more at- 
tractive yield basis. e can recommend Ore- 
gon Short Line Refunding 4s, due 1929; Cana- 
dian Pacific 6s, due 1924, or Central Leather 
First 5s, due 1925. 


N. Y. Cen. Debentures Cheap 

P. G. S., Carlisle, Pa—New .York Central 
6% Debenture Bonds are high grade and there 
is no reasonable doubt as to the safety of prin- 
cipal and interest. These bonds have declined 
r largely because of generally unfavor- 
able outside conditions and in sympathy with 
the decline in the stock. There may be a fur- 
ther decline, but we consider the bonds as on 
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the bargain counter at this time and can 
recommend a purchase to one who is investing 
for safety and income only. 





Advantages of Short-Term Notes 


Garden City, L. I1—The Standard Gas & 
Electric 6% Gold Notes are fairly well secured. 
You asked us in your letter, as we understood 
it, for an expression of opinion as to whether 
or not these notes were A 1. There are many 
higher grade notes. To be perfectly frank, we 
think that these notes are not a suitable invest- 
ment for a man who desires a high degree of 
safety and especially is this true now when the 
very highest grade short term bonds may be 
age on such an attractive yield basis. 
We think you would do well to put your money 
into short term notes, however, and wait before 
investing in bonds of longer maturity until the 
market situation and outlook is more certain. 
As long as the war continues there is a likeli- 
hood that successive Government loans at pro- 
gressively higher interest rates will make for 
a further readjustment downward in the prices 
of bonds. Short term notes on the other hand, 
will not be affected on account of the very 
much shorter length of time they have to run 
before becoming redeemable at par. You may 
purchase now such high grade notes as those 
of the General Electric Co., the Bethlehem 
Steel Corporation and the Southern Railway 
Co. on a basis to yield approximately 6%. 
Why not put your money into these and get 
the maximum safety? At the same time you 
will be in position to take advantage of possible 
lower prices on bonds later on. If you have 
some special reason for investing in public util- 
ity bonds at this time, we can recommend the 
following as possessing a high degree of safety 
of principal and interest: Montana Power Ist 
& Ref. 5s, due 1943; Northern States Power 
Ist & Ref. 5s, due 1941. 


A Temporary Investment 


W. H. L, Brooklyn, Conn.—If you sell out 
your United States Steel, you will have, we as- 
sume, in addition to the $8,000 you mention the 
capital realized from the sale of your steel 
stocks or a total of approximately $9,000, This 
we suggest you invest as follows: 

$1,000 B. R. T. 5% notes, due July, 1916, sell- 
ing around 98% to yield 6.60. 

$1,500 Canadian Pacific Railway 6s due 
March, 1925, price 101, yield 5.75. 

$1,000 General Electric 6s, due 1920, price 
101, yield 5.30. 

$1,000 Southern Railway 5s, due 1919, price 
97%, yield 6.70. 

$1,000 Chicago, Burlington & 
due July, 1921, price 96, yield 5.15. 

$1,000 Bethlehem Steel 5s, due February, 
1919, price 983%, yield 6.10. 

$1, Cuban American Sugar, due April, 
1919, price 10034, yield 4.95. 

$1,000 Curtiss Aeroplane & Motors, 6s, due 
serially, price 1 


incy 4%s, 
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Public Utility Inquiries 





Advantageous Position of Cons. Gas of 
Baltimore 


W. G. K., Elmhurst, L. I.—Consolidated 
Gas, Electric Light and Power, of Baltimore, 
is a good investment. This company has not 
suffered greatly from recent large advances in 
the cost of gas producing fuel, labor and other 
items of production; because in conjunction 
with its contract to supply light and power to 
the new $5,000,000 plant of the Bethlehem Steel 
Corporation at Baltimore, arrangements have 
been made whereby it materially increases the 
amount of gas purchased from the coke ovens 
of this corporation. Of the total gas require- 
ments of the Consolidated 65% are now pur- 
chased from the Bethlehem Steel Co. The bal- 
ance of the gas distributed is water gas, in the 
manufacture of which anthracite coal, which 
has not materially advanced in price, is used. 
This factor in the company’s gas situation, 
coupled with the fact that most of the elec- 
tricity distributed is purchased from the Penn- 
sylvania Water & Power Co.’s hydro-electric 
plant upon very reasonable terms, means that 
the Baltimore Co. will be but slightly affected 
by the increased cost of bituminous coal and 
oil. These advantages are reflected in the 
company’s earnings, which continue to show 
large increases. Altogether, ‘this company 
should benefit greatly by the manufacturing 
boom which is now centering in Baltimore; 
and while the stock has declined in sympathy 
with public utilities in general, we repeat our 
opinion that its shares constitute a good invest- 
ment at present quotations, since there is no 
immediate prospect, in spite of the recent 
issuance of $5,000,000 in bonds for plant ex- 
pansion, of the present dividend of 8% being 
placed in jeopardy. 





B. R. T. Has Discounted Much 


A. H. G., New York City—Brooklyn Rapid 
Transit is selling at a price which discounts a 
very discouraging outlook in the situation for 
this company. While it may be a long time 
before Brooklyn Rapid Transit stock will sell 
again at the level at which you purchased it, 
we do not suggest that you dispose of your 
stock at this time. The management of the 
company is engaged in devising ways and 
means of effecting retrenchment without im- 
pairing service and furthermore the company, 
like other tractions local to New “York, may 
be extended some relief by the Public Service 
Commission in the near future. As you are 
probably aware, a petition has been sent to the 
Commission asking for the privilege of charg- 
ing two cents for each original transfer issued 
on the plea that such transfers as are now 
issued reduce the average fare per passenger to 
around three and one-half cents instead of the 
five cents per passenger the companies are 
commonly supposed to receive. While the 
Commission may not grant outright a charge of 
two cents per transfer, it is more than likely 
that some compromise plan will be reached 


under which a nominal charge will be made 
for transfers or under which the present free 
transfer system will be abolished. Such allow- 
ance, if it is made, together with possible re- 
trenchment that the management is hoping to 
make would naturally reflect in better earnings 
and this in turn would tend to improve the 
market position of the stock. We suggest your 
keeping it for the present at least. 





Ohio Cities Not an Investment 


A. Y. K., Chicago, Ill—Ohio Cities Gas main 
trend is downward. There may be temporary 
rallies in the stock for the purpose of facilitat- 
ing distribution, but we do not favor its pur- 
chase for investment. 





Amer. Lt. & Traction 


C. M. W., Rochester, N. H.—American Light 
& Traction has shared in the decline of public 
utility stocks in general due to the extraord- 
inary increase in labor and material costs, to- 
gether with taxes during the past year. For 
the year ending June 30, 1917, net earnings de- 
creased in the sum of $293,448. The company 
is very strongly entrenched, however, financial- 
ly, with a profit and loss surplus amounting 
to $11,907,183. Total net earnings for the last 
fiscal year amounted to $5,171,520. The com- 
pany recently acquired the properties of the 
White Star Coal Co. in Harlan County, Ken- 
tucky. This mine is being developed rapidly 
and by winter it should be in a>position to 
supply a number of American Light & Trac- 
tion subsidiaries in this region. President 
Lathrop speaks very hopefully of the fuel situa- 
tion. He stated early last month that fuel re- 
serves were being rapidly accumulated. The 
recent agreement on coal prices should be of 
great value in this matter, for it ought to bring 
about an improvement in the coal condition 
not later than fall. While American Light & 
Traction stock stands in the first rank of pub- 
lic utilities, we believe before conditions final- 
ly adjust themselves to place it in the most 
favorable position for earnings, you may be 
able to buy its shares at a lower price than 
present quotation. 


Montana Power’s Future 


P. V. B., Anaconda, Mont.—Montana Power 
is selling on a rather speculative level. It is 
the potential development of this company’s 
earning power which accounts for the fact that 
the stock sells so high in comparison with 
stocks paying 5%. Under the circumstances, 
there is considerable risk attached to your 
holding it on a small margin. ‘If you do not 
protect it with a further margin, we at least 
suggest that you be ready to put up more 
margin if the price goes against you and in 
view of the generally uncertain position of the 
market you should protect the commitment 
with a stop order. 
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Public Utility Notes 





Adirondack El. Power.—Higher prices for 
coal and other increased operating costs are 
cutting into net earnings. In July the 
company earned after interest charges and 
rentals only $813, which compares with 
$16,414 net in the same month a year pre- 
viously. This, notwithstanding that gross 
earnings for the month were more than 
$10,000 ahead of July a year previously. 


Amer. Gas.—Has sold to Philadelphia 
bankers an issue of $2,000,000 two-year 6% 
secured notes, dated Sept. 1, 1917. The notes 
are due Sept. 1, 1919, but redeemable at any 
interest period at 101 and interest up to Sept. 
1, 1918, and 101% and interest thereafter. 
They are being offered at 98 and interest. 


Bay State St. Ry.—Application for au- 
thority to charge a six-cent fare on lines 
in Rhode Island has been denied by the 
Rhode Island Public Service Commission 
The company is financing the purchase of 
200 new semi-convertible pay-as-you-enter 
44-seat passenger cars and equipment, cost- 
ing $1,631,000, by the sale of 6% serial equip- 
ment notes, amounting to $1,308,000, and 
maturing $131,000 in one to nine years and 
$129,000 in ten years. 


B. R. T.—Announcement of plans for the 
operation early in September of a part of 
the Broadway, New York, subway, built by 
the city under the terms of the dual system 
contracts of 1913, and to be operated by the 
B. R. T., is welcome news to the company’s 
stockholders, as well as to the traveling 
public. The first few months’ operation of 
the new subway from Canal street to 14th 
street in itself will not materially increase 
the margin of safety over stockholders’ divi- 
dends, as this service merely represents an 
extension of the Fourth Avenue (Brooklyn) 
Subway via the Manhattan Bridge to Union 
Square, but it is of real significance to the 
B. R. T. stockholder as marking the en- 
trance of the Brooklyn company into the 
dense Manhattan traffic. The B. R. T. in 
the year ended June 30, 1917, earned 6.97% 
on its capital stock, surplus being $5,195,238, 
compared with $5,611,832 the previous year. 


Central Power.—The Ohio State Utilities 
Commission in modifying an order issued 
Nov. 28, 1916, has authorized the Central 
Power Co., Canton, O., a subsidiary of 
American Gas & Electric Co., and which 
absorbed the Sunnyside Electric Co. and the 
Ohio Light & Power Co., to issue and sell 
refunding mortgage bonds of $7,999,000, of 
which $5,063,000 are to be sold for not less 
than 85. The proceeds of the sale are to be 
used in paying debts of three companies as 
follows: Central Power Co., $228,000; Sun- 
nyside Electric Co., $2,045,362 and the Ohio 
Light & Power Co., $1,969,828. 


Iowa Ry. & Light.—The Harris Trust & 
Savings Bank has purchased $700,000 Iowa 
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Ry. & Light Co. two-year 6% gold notes, 
which they are offering at 9856 to yield 
64%. This company operates electric light 
and power and street railway properties in a 
number of cities in the heart of the Iowa 
Corn belt, including Cedar Rapids and Mar- 
shalltown. 


Mass. Gas.—The Government coal order 
will not seriously affect Massachusetts Gas 
earnings. This does not mean, however, 
that the lower scale of prices is anything 
like a benefit to the company’s coal produc- 
ing properties. Massachusetts Gas is some- 
what peculiarly situated with reference to 
the coal question. Its subsidiaries handle 
about 4,000,000 tons of coal a year, of which 
about one-fourth is mined directly and the 
remaining three-fourths is sold on commis- 
sion. The Massachusetts Gas system itself 
uses a large portion of the coal directly 
mined. The balance is largely tied up on 
contracts, some of which are above and 
some below the Government figure of $2 a 
ton. 


_N.E. Tel. & Tel—That this company can 
finance with stock in these uncertain times 
is proof of its stockholders’ confidence. The 
fact that the old stock is quoted at a 12- 
point premium practically insures the ab- 
sorption of the new $11,000,000 issue at par. 
About a year previously New England Tele- 
phone sold to shareholders at par, in the 
ratio of one new for six old shares, an addi- 
ditional block of $7,891,050 stock, more than 
95% of which was taken by previously ex- 
isting shareholders. Prior to 1916 the com- 
pany had sold no stock; in fact, had done 
no financing whatever since 1912. All of the 
proceeds of this financing are for property 
purposes. The New England Co. has no 
bonds maturing either in 1917 or 1918. In 
1919 a small lot of about $450,000 comes due, 
but this amount is obviously not sufficient 
to create any problem of refunding. Of 
the balance of the company’s bonds the 
maturity dates are 1930 and 1932. 


N. Y. Tel.—Petitioned the New York Sec- 
ond District Public Service Commission for 
authority to issue $25,000,000 common stock 
to discharge outstanding demand notes, re- 
imburse the treasury for expenditures from 
income for construction and provide for pro- 
posed construction and improvement facilities. 


Ohio Cities Gas.—The consolidated bal- 
ance sheet, as of July 31, 1917, shows prop- 
erty assets amounting to $85,100,740, as 
compared with property assets of $54,- 
139,546 for the Ohio Cities Gas Co. 
proper, as of March 31, 1917. The com- 
pany on July 31 held $9,968,563 in cash. Its 
current liabilities were $2,394,724. The work- 
ing capital, as of July 31 was $15,969,453, 
compared with working capital of $3,749,028 
on March 31, 1917. 
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Texas Company’s Expansion 


Remarkable Growth of This Corporation in the Last Decade 
—Increase in Profits Has Been Relatively Much Greater 
Than the Increase in Capital— Products Are Now 
Being Sold All Over the World—The Outlook 





By FRED L. KURR 





N the last decade few compan- 
ies have had a more remark- 
able growth than the Texas 
- Company. Starting in 1902 

with an initial capital of only $3,000,- 
000 the company’s policy of steady ex- 
pansion, year by year, has made it one 
of the most important oil distributers 
in the world and so great has been its 
progress that its present capitalization, 
although increased to $69,375,000, is 
still regarded as conservative. 

The Texas Company owns 1,600 
miles of pipe lines which traverse the 
rich Texas, Oklahoma and Louisiana 
oil fields. Its storage facilities now 
have an aggregate capacity of 22,000,- 
000 barrels and its refineries a daily 
production of about 70,000 barrels of 
refined oil. 

In the past few years the company 
has gained for itself a prominent posi- 
tion as a distributor of oil in the 
markets of the world. It has built up 
a most efficient marketing organiza- 
tion and now has close to 600 distribut- 
ing stations in the United States as 
well as many in other countries. 

A fleet of 42 vessels carries the com- 
pany’s products from Port Arthur, 
Texas, to its various ocean terminals, 
of which the company has no less than 
twelve. The value of this tonnage has 
greatly increased as a result of the war 
and no move has been made to increase 
the book value of these assets. It is a 
fairly conservative estimate that these 
boats are now worth $8,000,000 more 
than the figure at which they are car- 
ried on the balance sheet. More tank- 
ers are being built at the Bath Iron 
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Works, which is controlled by this 
company. 

A glance at the accompanying 
graphic will show the enormous strides 
that have been made since 1910. Gross 
earnings in the seven years increased 
more than five fold, from $9,848,770 in 
the year ended June 30, 1910, to $54,- 
339,050 in the year ended June 30, 1917. 
Operating profit also increased in like 
proportion, being $3,911,793 in 1910, as 
against $19,724,526 in 1917. 


Millions Put in Property 


Of course any such phenomenal 
growth in business requires that many 
millions of dollars be put into the prop- 
erty for extensions, working capital, 
etc. Since 1910 the Texas Company 
has poured approximately $70,000,000 
into the property, of which about half 
was put into extensions, additions and 
improvements and the other half used 
for additional working capital. Of 
this huge sum about $25,000,000 came 
from earnings that were not paid out 
in dividends, $16,000,000 from bond 
issues and the balance from the sale 
of additional stock. This does not in- 
clude the recent issue of $13,875,000, 
which is being subscribed for by stock- 
holders at par. This will provide the 
company with $13,875,000 additional 
funds. This stock is to be paid in in- 
stallments of 30 per cent. Aug. 15, 
1917; 30 per cent. Oct. 15, 1917, and 
40 per cent. on Jan. 15, 1918, and does 
not carry dividends until after it is 
fully: paid. 

The increase in capital from $27,- 
000,000, June 30, 1910 to $71,800,000 
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June 30, 1917, an increase of about 300 
per cent., compares with an increase 
of 500 per cent. in net earnings, a 
conclusive proof that the money was 
used to great advantage. The mar- 
ket fluctuations of the stock, although 
covering a wide range have shown a 
steady upward tendency during these 
seven years. In 1910, with only $27,- 
000,000 stock outstanding, the high 
price reached was 144, whereas in 
1917 with $55,500,000 outstanding the 
stock sold as high as 234. This is in- 
deed a remarkable performance. 


Earnings 
Texas Company’s annual report for 


Gross C]. 


Millions of Dollars 








Years 


1810 ior 1912 i913 


TEXAS COMPANY 
Profit 3. Surplus for Dividends M1. Divs.Paid MB. 








However, Texas Company stock is 
now selling ex-rights and in attempt- 
ing to analyze its present market posi- 
tion the earning power of the company 
should be considered in relation to the 
increased amount of stock. If, in the 
current year balance available for 
dividends is the same as for the year 
just past, it will equal $28.90 a share 
on the $69,375,000 stock. 

Gross earnings in the current year 
will undoubtedly ‘be considerably 
greater than in the 1917 year, but 
whether or not operating profit will 
show a large increase also, is a more 
uncertain factor. A good deal will de- 
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the year ended June 30, 1917 showed 
$35.34 a share earned on the $55,500,- 
000 capital stock, as compared with 
$37.56 a share earned on $37,000,000 
stock the previous year and as a mat- 
ter of fact had deductions for de- 
preciation and taxes been the same as 
in the 1916 fiscal year, earnings per 
share in 1917 would have been just as 
great as in 1916, in spite of the increase 
of $18,500,000 in the capital stock. 

As already noted the capital stock 
has been further increased to $69,375,- 
000, but this new stock will not be out- 
standing until January, 1918 and will 
not bear dividends until after that date. 





pend on what policy the Government 
decided on in the matter of regulating 
oil prices. The Texas Company is, in 
a way, the middle-man between the oil 
well and the consuming public. It is 
quite conceivable that the Government 
may have something to say as to what 
its margin of profit shall be. This in 
jects a big element of doubt into the 
situation and makes any estimate 0! 
the company’s earnings in the current 
fiscal year the worst kind of guess 
work. Another point to consider 1s 
taxation. In the 1917 report the man 
agement set aside $1,000,000 to provid: 
for the excess profits tax for the first 
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six months of 1917. Since that provi- 
sion was made, however, there has 
been a revision upward in taxes and 
should the War last, the taxation pro- 
gram in 1918 is likely to be still higher. 


Between $3,000,000 and $4,000,000 
taxes in the 1918 fiscal year should not 
be regarded as too drastic an estimate. 
Financial Condition 

Texas Company as per its balance 
sheet as of June 30, 1917, is in an un- 
usually strong financial condition. 
Cash on hand on that date stood at 
$6,657,389 and stocks of oil, crude and 
refined and in process of manufacture, 
at $40,178,773. This is by far the larg- 
est stock of oil on hand ever reported 
by the company. The working capital, 
including advances to subsidiary and 
affliated companies ($22,684,944), 
stood at $70,000,000. This is equal to 
$126 a share on the $55,500,000 stock 
outstanding June 30, 1917. Book value 
of the stock June 30, 1917 was $173 a 
share. It is probable that the actual 
assets behind the stock are in excess 
of this figure, as the Texas Company 
has valued its property conservatively 
and places no value on its good will. 
For the $13,875,000 stock to be issued 
this year the company receives a like 
amount in cash. Regarding this trans- 
action as completed the present capitaliza- 
tion of $69,375,000 stock would have a 
book value of $157 a share, which is close 
to the present market price of the stock. 

The money to be raised by the new 
issue of stock is to be used for exten- 
sions and betterments to the com- 
pany’s property. 

Position of Stock 

In trying to determine the invest- 
ment and speculative possibilities of 
the stock at its present price of around 
166 there are several factors to con- 
sider. The favorable ones can be enu- 
merated as follows: The company 
has a splendid record of consistent 
growth, its management is regarded 
in oil circles as highly efficient and its 
products have steadily become more 
prominent in the markets of the world. 





It is provided with an abundance of 
funds and there is little doubt but that 
its business is capable of much fur- 
ther growth. On the other hand, de- 
ductions for taxes the current fiscal 
year are likely to be three or four 
times the amount set aside in the year 
just closed. The Government’s plan 
for regulation of oil prices is still un- 
known and it is quite possible that it 
will decrease the margin of profit that 
the company now enjoys. It is a good 











TEXAS COMPANY 
RATIO OF WORKING CAPITAL TO GROSS 
Years Ended June 30 


Gross Work.Capital Ratio 

ee $9,848,774 $13,640,501 138.5% 
ERE 11,231,655 13,179,428 1174 
Seer 14,529,541 18,250,894 125.6 
25,882,864 31,515,734 1218 
iccbedccs 25,924,405 36,827,571 142.0 
RR baie wks 26,391,745 39,603,406 150.0 
Re 37,708,383 49,463,833 1312 
53,339,050 70,000,000 1313 








rule to follow not to buy stocks for in- 
vestment when there is a great boom 
on in the special line in which the com- 
pany operates. At the present time 
there is a great boom on in oil and 
while expert opinion is to the effect 
that its end is not yet in sight, the 
history of all such booms is that sooner 
or later there will come a reaction. 

In conclusion, there is every reason 
for believing that the Texas Company 
has a brilliant future in store for it, 
but the present time does not seem an 
opportune one to purchase for invest- 
ment purposes. The $10 dividend ap- 
pears to be very safe and it is in fact 
quite likely to be increased in the not 
distant future. 

At present prices of around 166 the 
stock would appear to have already 
discounted a considerable increase in 
the dividend rate. In fact it appears 
to discount to a rather large degree 
the future possibilities of the company, 
especially in view of the present uncer- 
tainties as regards price fixing and 
taxation. 
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Allen Oil—The well in the Salt Creek 
field of Wyoming is now flowing at the rate 
of 300 barrels per day. The company, ac- 
cording to an official announcement, is drill- 
ing several other wells in this field. 


Atlantic Refining—Has purchased 52% 
of the outstanding stock of the Gulf Coast Oil 
Corp. for about $1,000,000, as well as $500,000 
of the Gulf company’s bonds. The deal will 
result in the Atlantic Refining Co. establishing 
a refinery on the gulf coast, probably on the 
Houston Ship Canal. 


Cosden & Co.—Rights to subscribe to the 
new issue of Cosden & Co. at $10 a share 
expired August 30. The offering made in 
January to stockholders of Cosden Oil & Gas 
was so well received that none of the stock 
had to be taken up by the underwriters. 

This financing will supply the company with 
upwards of $6,000,000 new capital, which will 
be used to retire the purchase money notes, 
assumed in connection with the purchase of 
the Hill properties, and for completion of 
additional stills and other extensions. The 
cost of materials has increased about 100% 
since these improvements and _ additions 
were contracted for. The company will soon 
have a daily refining capacity of around 25,000 
bbls. a day, running the crude down to coke. 

Cosden & Co. have a method of refining 
which compares favorably with the Burton 
process, and it is stated that upwards of 45% 
of gasoline is taken from crude by its use. 


Cumberland Pi Line. — Stockholders 
have authorized the issue of $500,000 additional 
capital stock, making the total $1,500,000. The 
new stock, amounting to 5,000 shares, is being 
offered at par, $100, to stockholders of record 
September 4, 1917. Stockholders will be en- 
titled to subscribe for new stock in the ratio 
of one share for every two shares of the old 
stock. 

This subscription privilege remains dpen un- 
til October 15, 1917, after which date the stock 
not taken by shareholders will be offered to 
the public at a price, not less than par, to 
be determined by the directors. 


Merritt Oil—The Ohio Oil Co. has 
brought in a new deep sand well on Section 
No. 10 in the Big Muddy field in Wyoming. 
This section is owned jointly by the Ohio Oil 
Co. and the Merritt Oil Corp. This is the 
second well to the Wall Creek sand on this 
section, the first one being the original Merritt 
well which showed the existence of the Wall 
Creek sand in the Big Muddy field. Since 
the drilling of the first Merritt well several 
marginal and centrally located wells have been 
brought in on the Merritt properties and they 
have been proved to be some of the best oil 
lands in the country. 


Midwest Ref.—At a meeting of the Board 
of Directors it was voted to offer to the share- 
holders, at par, $50 a share, 100,000 shares out 
of the recently authorized increased capital stock 
of the company. This wil] be offered to stock- 





holders of record on Sept. 12, 1917. War- 
rants representing rights to subscribe will be 
mailed to the shareholders in due course. The 
date of payment for this stock is fixed for 
Oct. 5, 1917. This will furnish the company 
with $5,000,000 of additional working capital, 
to be used in the development and extension 
of its business. 


Standard Oil Co. of Cal.—Stocks of crude 
oil in California were reduced pegeeetty 
1,250,000 barrels during July to 35,781,323 bar- 
rels. Notwithstanding that increased drilling 
activity resulted in completion of 74 produc- 
ing wells, or more than in any monthly period 
since August, 1912, production during July, 
averaging 259,266 barrels a day, exceeded June 
by only 289 barrels a day. 


Standard Oil of N. J.—Dividends payable 
by Standard Oil companies for the third quar- 
ter of 1917 amount to $22,968,751, a decrease 
of $3,459,501 from the preceding three months. 
A large part of the decrease is accounted for 
by the omission of the extra dividends on 
Prairie Pipe Line and Prairie Oil & Gas, of 
5% and 3%, respectively. These two extra 
payments amounted to $1,350,000 for Prairie 
Pipe Line and $540,000 for Prairie Oil & Gas 
in the preceding quarter. Moreover, the 
semi-annual disbursement of 12% on Illinois 
Pipe Line stock called for the disbursement of 
$2,400,000 in the second quarter, which does 
not appear in the third quarter. The largest 
dividend disbursement for any quarter since 
the dissolution was during the first three 
months of 1913, when the Standard Oil Co. 
of New Jersey paid a special dividend of 40%, 
representing the funds accumulated from the 
repayment of loans made to former subsid- 
iaries. This called for the payment of over 
$39,000,000, and made the dividends for that 
quarter total $55,652,423. The largest dis- 
bursement for the third quarter is made by 
Standard Oil of New Jersey, and amounts to 
$4,916,919. 

Texas Co.—Report for the year ended 
June 30, 1917, shows earnings of $19,724,526 
applicable to payment of dividends, or over 
$35 a share on the $55,500,000 stock outstand- 
ing. This is'a high water mark in the way 
of earnings for the company and compares 
with net earnings of $6,185,974 for the year 
ended June 30, 1914. In other words, its net 
earnings in the three-year period have more 
than tripled. The capital investment in the 
period has also increased from the reinvest- 
ment of earnings in the business and from the 
sale of stock to shareholders. Surplus after 
dividends was $15,192,026 for the 1916-1917 
year, against $3,635,974 for the 1913-1914 year 
The total profit and loss surplus as of June 
30, 1917, was $40,270,189, as compared with 
$11,135,974 as of June 30, 1914. 

Tide Water Oil—Has 30 new Burton 
stills in operation. Thirty additional stills, 
scheduled for completion in August, will not 
be in operation until the fall of 1917, owing 
to labor and materials conditions. 
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Oil Inquiries 





Aulantic Refining High 

L. R. B., Dayton, O.—Atlantic Refining 
is a stock with great possibilities, but the 
wisdom of buying it now is open to question 
because of the fact that this issue, in com- 
mon with other Standard Oil stocks, is sell- 
ing comparatively high as a result of abnormal 
prosperity in the oil industry, prosperity which 
cannot be expected to last indefinitely. There 
are many uncertainties in the situation now, due 
to the Government’s attitude on price fixing, 
excess profits taxation, etc. Furthermore, 
economies resulting from the war may tend 
to reduce the demand for gasoline and other 
oil products out of which the company is 
now realizing such enormous profits. The 
time to buy oil stocks for investment is when 
oil prices are low and the industry generally 
unprosperous. We believe that with the 
next period of depression for the oil business 
there will be an opportunity to buy Atlantic 
Refining at considerably below its present 
market price. At least there will be an 
opportunity to buy other Standard Oil 
stocks upon a much more attractive basis 
than they can now be purchased. As a 
speculation for a short turn, it is not at all 
unlikely that Atlantic Refining would prove 
very profitable to buy at this time, but there 
is considerable amount of risk involved in the 
possibility of a sudden sharp setback, and 
— cannot recommend it even as a specu- 
ation. 





Type of Oil Stock to Be Avoided for 
Investment 


_A. T., Norwood, O.—It is on general prin- 
ciples more than for any other reasons that 
we do not think it advisable to hold such a 
stock as Midcontinent Oil & Utilities for 
investment now. The increased capitaliza- 
tion of this company represents almost alto- 
gether increased equities in oil holdings. 
The oil industry is subject to violent changes 
from periods of prosperity to periods of de- 
pression. It may now be on the verge of one 
of those changes. Taking into consideration 
the fact that the oil industry has enjoyed 
one of the longest and greatest booms in its 
history, caution should now be the watch- 
word of investors in stocks which are de- 
pending largely for their dividends on the 
current prosperity in that industry. Espe- 
cially is this true of the stocks of smaller 
companies. The smaller concerns will not 
be in a position to make as large a margin 
of profit as the larger ones when the depres- 
sion in oil prices comes, nor will they be able 
to sell their products in competition with the 
larger companies if the demand falls off. 
The time to buy oil stocks for investment, 
especially those of the smaller eompanies, is 
when times are unprosperous for the in- 
dustry in general. At such times you can 
take advantage of low prices. Now every- 
thing connected with oil is sold at high prices. 


(827) 


Cosden’s Expansion of Capital 


J. A. M., Jericho, N. Y.—Cosden & Co. is a 
very substantial organization but there is some 
question as to the conservativeness of the cap- 
italization. We are rather inclined to the 
opinion that the company has been expanding 
its capital obligations out of proportion to its 
growth in earning power, for the advent of 
less prosperous conditions for the oil industry 
may bring a severe decline in its earnings. Just 
now there is the uncertainty of Government 
excess profits taxation and price fixing to in- 
ject a speculative element into the stock, not to 
mention the possibility of early peace which 
may lead to a readjustment of conditions now 
influencing the earnings of all oil companies. 
Under the circumstances, therefore, we do not 
regard the oil ‘stocks, especially the indepen- 
dents, as being upon an investment basis and 
we advise against your one any more of 
Cosden as an investment. he stock has 
speculative possibilities and since its big de- 
cline has been quite heavy, somewhat of a 
recovery may be looked for on technical 
grounds. ‘If you are not willing to assume 
a certain amount of speculative risk in hold- 
ing the stock, you should take advantage of 
any rally to sell out. 


Ventura a Disappointment 


J. B. H., Wausau, Wis——Ventura Consoli- 
dated Oil owns about ten thousand acres 
of oil producing and prospective producing ter- 
ritory in California. The company has also a 
refinery in Fillmore, Cal., an capacity of 
approximately 3,000 bbls. a day. The produc- 
tion was recently reported to be running at the 
rate of about 3,000 bbls. a day. Originally the 
company was dominated by prominent financial 
interests but so far as we can learn there were 
dissensions which resulted in these interests 
dropping out of the company. The company 
was either unable to get the financing necessary 
to develop its properties on the proper scale or 
these properties were not capable of develop- 
ment in a substantial way. At any rate, the 
earnings of the: company were evidently dis- 
appointing and predictions of the early inau- 
guration of dividends were never borne out. 
The most recent unfavorable development in 
the company’s affairs was the offering of $1,- 
000,000 7%, five year debenture notes, the pro- 
ceeds of which were to be used in cancelling a 
floating debt of $250,000 and in providing Tee 
immediate additions to plants, The issue of 
these notes together with the revelation that 
the company needed money for further de- 
velopment and extension work and for work- 
ing capital put a quietus on the predictions that 
the company would begin to pay dividends 
in the near futuré. In view of the very dis- 
appointing showing that the company has made 
we cannot say that we are favorably im- 
pressed with the outlook for the stock at this 
juncture and if you are a holder of it we sug- 
gest that you sell it, for you should be ab 
to employ your money more profitably in other 
channels. 























Valuation of Great Northern Ore 


Certificates 


Based on 1914 and 1916 Operations—Life of Mines—Com- 
parison with Porphyries—An Opinion on Present 
Market Price 





By BENJAMIN GRAHAM 





OR the average investor the an- 
nual reports of the Great 
Northern Iron Ore properties 
=a have been full of data but very 
bare of information. Instead of the 
familiar statement of a corporation to 
its stockholders they represent the ac- 
counting of trustees to beneficiaries. 
Hence there is no question of profit and 
loss, but only of receipts and- disburse- 
ments. All expenditures, for instance, 
are lumped together for current opera- 
tion or temporary investment. 
Moreover, the organization of the 
properties is highly complicated. The 
trustees act both as administrators of 
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the trust and as agents for the proprie- 
tary companies; and the latter are at 
the same time lessees, lessors and 
(since 1914) operators. Consequently 
the public’s knowledge of the actual 
operations and earnings of Great 

orthern Ore is remarkably limited, 
considering the market prominence of 
the shares. Some utility may attach 
therefore to the following analysis of 
the trustees’ reports. Its purpose is 
first to transform the financial state- 
ments into an intelligible income ac- 
count and then to place a definite value 
upon the certificates on the basis both 
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of their earning power and the ex- 
pected life of the mines. 


Trust Formed in 1907 


As is well known the Great North- 
ern Iron Ore Trust was formed in 
1907 by the Great Northern Railway to 
administer the income from various 
iron mines controlled along its lines. 
The holder of each share of railway 
stock was given a share of interest in 
the Ore Properties, making a total of 
1,500,000 shares outstanding, with no 
par value. Some of the mines had been 
owned outright by the railroad, and 
the remainder were held under lease 
or varying royalties and for various 
periods. But all these properties had 
in turn been leased or sub-leased to 
outside operators. In many cases the 
royalties received from the latter were 
no larger than those paid to the under- 
lying owners, and these unprofitable 
“leases of the second class” were 
gradually disposed of by the trustees. 
Seven of the mines owned in fee had 
been leased for the life of the property 
at a sliding scale of royalty, which has 
averaged under 16c per ton. As will be 
seen, these “old leases” have supplied 
a large proportion of the output but 
only a small part of the total income. 

All the remaining mines (some own- 
ed, others held under lease) had been 
leased to U. S. Steel Corporation, rep- 
resented by the Great Western Mining 
Co. The contract provided for annually 
increasing production at an average 
royalty of $1.18 net per ton. In 1912 
the output under this lease approxi- 
mated 7,500,000 tons and the net royal- 
ties exceeded $9,000,000. At this time 
the Department of Justice, for some 
unaccountable reason, began to ques- 
tion the legality of the Great Western 
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lease and its threat of prosecution 
under the Sherman Act compelled the 
Steel Corporation to exercise its op- 
tion ef cancelling the contract to take 
final effect at the end of 1914. 

State of Unsettlement 


The abrogation of this important 
agreement plunged the affairs of the 
properties in a state of great unsettle- 
ment, from which they have not yet 
completely recovered. Some of the 
mines relinquished by the Steel Cor- 
poration were leased to others, a num- 
ber have been operated by the trustees, 
and the remainder were still idle at 


cates is the determination of the life 
of the mines on the basis of present 
ore resreves and 1914 production. 


Life of Mines 


For greater accuracy we will consider 
the “old leases” and the Great Western 
lease separately. From estimates made 
by the Great Western Mining Com- 
pany, it appears that on December 31 
last, the lands formerly under lease to 
that company contained about 203,- 
000,000 tons of ore. Production in 
1916 aggregated 6,014,000 tons, so that 
if the 1914 rate of output were main- 














TABLE I 
GREAT NORTHERN ORE’S EARNINGS IN 1914 
nett Biles SONG TONE 6 aids nce vconbesthcocescccevesessesccondeccoscaesubs sent $336,202 
Ronse Geetn HE. WSS LAROs oc ccs ccvevsecccccscswctcvcssncecstses $11,161,627 
EE et Ta ti Gavdidanenesecenateese $3,440,398 
NG ois. wae acuSace baths 6bo0shncseboeees 2,167,648 
Proportion not accruing to ctfs............00ceceeeseeees 1,736,260 7,344,306 3,817,323 
RN Ne a conn cd oc ncdecessdsdecwecnaessabduneuee 207,496 
LaeS GUCATN GOOOUEE CTOEIS. ... oo sinc ccccccsceccccceccccscccesenes 49,466 158,030 
Teen ee i NE BN i in oii. oe i ccddntonncasd onevaseasencdpaowenas 47,126 
NS on ican ccagWaeeboacensnsnseesonecevestded eaeneaceeeriek $4,358,681 
i Sinn cebidcUs bined oxchacuicasevabadusceedvavesicce $3,479,822 
Less chargeable to property account...........%......000000: 2,682,370 797,452 
EOL: on cow dn caenn 6 odeam me enadnde ween shed ss 65 Gh eebeutane Usbetanedeeaeeas $3,561,229 
ID cle boo 0 Gude d Gwundeckesadtinkcocetbeecyinnbenenceesenionnteeal 2.37 








the close of the last fiscal year. Con- 
sequently the 1916 report is probably 
not as good an index of the properties’ 
normal earning power as that of 1914, 
the last year of the Great Western 
lease. We intend accordingly to value 
the certificates on the basis both of 
1914 and 1916 operations. 

Taking the Trustees’ report for 1914, 
but eliminating items not properly in- 
cluded in income account and making 
numerous other requisite adjustments, 
on earnings statement is evolved, as in 
Table I. 

It thus appears that the actual earn- 
ings in 1914 were $2.37 per certificate, 
against 53c net per certificate received 
by the Trustees in the form of distri- 
butions by the proprietary companies. 

The next step in valuing the certifi- 


tained in the future these mines would 
be exhausted in 34 years. 

Earnings from these properties in 
1914, including for convenience mis- 
cellaneous receipts less expenses, 
totalled $2.15 per share. By the so- 
called 7 per cent and 4 per cent standard 
of valuation, the interest of each cer- 
tificate in these earnings would be worth 
$25.40. Briefly explained, the earnings 
of $2.15 would allow a 7 per cent re- 
turn on the valuation of $25.40, and in 
addition yield as annual excess ($.372) 
which if compounded at 4 per cent will 
upon the exhaustion of the mine in 34 
vears amount to the full $25.40. 

Ore remaining in the mines held 
under the “old leases” on December 31 
last, according to estimates made by 
the Minnesota Tax Commission, equal- 
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led 89,350,000 tons. Since the 1914 
output from this source was 1,825,579 
tons, this rate of production would 
give the properties in question a life of 
49 years. Earnings from the “old 
leases” amounted to only 22c per share. 
Applying the above method of valua- 
tion, the interest of each certificate in 
the old leases is shown to be worth 
only $2.86. 

The total value of the earnings from 
all properties will thus equal $28.26 
per share. On December 31 last net 
current assets were $5.40 per certifi- 
cate. Adding these items we have a 
final present valuation of $33.66 for 
each certificate on the basis of 1914 
operations. 














TABLE II 
GREAT NORTHERN ORE’S INCOME FOR 
1916 
Receipts from “old leases”........ $562,705 
Receipts from “new leases”... ..... 984,967 
Net proceeds of direct operations. . 544,994 
Miscellaneous receipts. . $858,761 
Less prop. acct. credits. 373,130 485,631 
Est. val. of 659,000 tons shipped from 
Hill & Walker mines, accruing to 
etfs, but not included above... 659,000 
IOS 6 ssn ndtpexncszes $3,237,297 
Expenditures ........... $1,480,796 
Less charg. to prop. acct. 820, 671 668,125 
SE EES Cnc cccccacseccces $2,569,172 
Pe GERD: bcc ccccdcscencess $1.71 








Before commenting on this result 
let us apply the same process to the 
1916 report. Here the earnings from 
the Great Western lease have disap- 
peared and their place is taken by a 
number of new leases and by the Trus- 
tees’ own operations. (Table II.) 

Of course the relatively poor earn- 
ings in 1916 were due chiefly to the de- 
cline in production following the abro- 
gation of the Great Western lease—but 
also largely to the disastrous shortage 
of tonnage space on the Great Lakes. 
Shipments from mines formerly oper- 
ated for the Steel Corporation were 
only 3,902,000 tons, against 6,014,000 
tons in 1914. The output of the “old 
leases” increased 1,382,000 tons, but 








owing to the low rate of royalty the 
advance in earnings from this source 
totalled only $226,000 


An Abnormal Year 


Assuming provisionally that future 
operations will proceed only at the 
1916 rate, the method of valuation em- 
ployed above would yield the following 
results : 


Life Earned 
of perctf. Value 
Mines 1916 per ctf. 
»~ pee 28 $0.375 $4.17 
Other mines and misc.. 52 1.335 17.56 
Net current aseets..... ..  ..... 5.40 
WE deavdesNenécus > $1.71 $27.13 


From the point of view of the Trus- 
tees, 1916 was a particularly abnormal 
year, inasmuch as they were required 
to assume the operating management 
of some of the mines—a development 
not contemplated at the time of form- 
ing the Trust. Accordingly they have 
made strenuous efforts to again place 
under lease the various properties 
relinquished by the Steel Corporation. 
I am informed that contracts have now 
been actually completed covering the 
last of these mines, so that beginning 
with next year all of the Great North- 
ern Ore Properties will again be leased 
to outside interests. 

For business reasons the terms of 
the most recent agreements cannot be 
published, but enough data is contain- 
ed in the last annual report to indicate 
how earnings. under the new regime 
will compare with those from the 
Great Western Lease. In 1914, a year 
of abnormally low iron ore prices, the 
net royalties paid by the Steel Corpora- 
tion averaged $1.28 per ton. In 1916 
with ore quotations nearly 50c above 
the preceding five year average, the 
properties directly operated showed 
profits of only $1.21 per ton. Even 
more significant is the fact that the 
average rate of royalty received from 
the new leases was only 8lc per ton. 

As for future production under the 
new management, I have been told by 
a Trustee that it will exceed substan- 
tially the 1916 figures (especially since 
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the lessor companies control their own 
cargo space), but it will not equal the 
enormous output of 1914. In other 
words, it appears that neither the pro- 
duction nor the royalty rate can be 
counted on in the future to reach the 
figures reported under the Steel Cor- 
poration lease. Consequently the 
valuation of $33.66 per share on the 
basis of 1914 operations must be re- 
garded as the maximum appraisal of 
the certificates under present condi- 
tions. 


Mines Not Inexhaustible 


Although the Trustees use every 
opportunity to emphasize the fact that 
the Properties’ ore reserves are being 
constantly depleted, a hazy notion 
seems prevalent that the mines are 


15 and 13 years respectively. Of course, 
these leases may be renewed, but a 
higher underlying royalty may then be 
charged (as recently in the case of the 
Leonard mine), and in any case their 
approaching maturity will involve an 
uncertain factor. 

Perhaps largely because of the gen- 
eral ignorance of the actual earning 
power of the certificates, Great North- 
ern Iron Ore has always been a favor- 
ite medium of market manipulation. 
But despite the many bull campaigns 
of the last decade, the certificates have 
yet to pay an annual dividend larger 
than $1.25. Elsewhere in this article 
appears a graphic giving the range of 
prices, dividends, and actual earnings 
during the past five years. Whatever 
speculative fascination these Great 
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TABLE III 
COMPARISON WITH THE PORPHYRIES 


MINIMUM VALUE 


(Sep. 7) Based on Based on 
Present 1916 Prospective 
Price Operations Operations 
53 $78 97 
97 140 161 
22 31 33 
26% 31 39 
MAXIMUM VALUE 
Based on Based on 
1916 Operations 1914 Operations 
34 27 33% 








practically inexhaustible. It is true that 
in 1907 the Properties were estimated 
to contain 470,000,000 tons of ore, but 
nearly two-fifths of this total has since 
been disposed of, as indicated by the 


following summary: 
Original reserves 470,000,000 tons 
Ore mined ....... 
Leaseholds of the 
second class, re- 
linquished 


ee 


104,000,000 179,000,000 tons 
292,000,000 tons 





It must further be remembered that 
a large proportion of the Properties 
are held under leases, expiring between 
13 and 40 years. The two best produc- 
ing mines, namely the Dean and Leon- 
ard, are held under leases expiring in 








Northern Iron Ore certificates may ex- 
ert, the conclusion appears inevitable 
that at 34 they constitute a relatively 
unprofitable investment. 

There is another side to this question, 
however, and the answer to it cannot be 
deduced from the statistics. We refer 
to the strong accumulation of Great 
Northern Ore which has been going on 
for some time past. The evidence of this 
is found in the character of the fluctua- 
tions of the stock. What the basis for 
this accumulation is, we do not know, 
but past experience tells us that when 
buying of this kind occurs something 
favorable develops in the near future. 
Notwithstanding its low dividends and 
yield, therefore, we are favorably in- 
clined toward Great Nerthern Ore. 
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Mining Notes 





Amer. Smelt. & Ref—Is understood 
to have earned over $25 per share on its 
$60,000,000 common stock during the first six 
months of 1917. This compares with $16.26 per 
share in the corresponding period of 1916, 
when but $50,000,000 common stock was out. 
This is after liberal allowance for Federal 
taxes, depreciation of plants and depletion 
of ore. The unprecedented activity in the 
copper industry has been the main factor in 
increasing earnings, principally in the treat- 
ment on toll at smelters and refineries. 
While owning some mining properties 
through subsidiaries, they are chiefly in 
Mexico, where operations on a large scale 
have been impossible for several years. 


Anaconda.—All activities of this company 
in Montana have ceased, the condition ap- 
plying both to mines and smelters. Copper 
production will be affected to the extent of 
30,000,000 Ibs. monthly, and the output of 
high grade spelter will be materially en- 
croached upon. Earnings will be reduced 
to a minimum. Anaconda operates three 
copper refineries. Two of these in Montana 
were shut down during the early days of 
the strike and all smelter product diverted 
to the Raritan refinery in New Jersey, which 
has been able to maintain operations, al- 
though at less than normal. The Washoe 
smelter has since closed, leaving as the ac- 
tive factors in this company’s operations the 
Tooele smelter in Utah and the Raritan 
works. 


Butte & Superior.—Probably will be able 
to continue operations for some time, as 
it is not specially affected by the strike 
at Anaconda properties. Other independent 
companies, however, which ship to Ana- 
conda will be compelled to curtail opera- 
tions. It is estimated that 15,000 men will 
be laid off in Butte, Anaconda and Great 
Falls as result of the shutdown. 


Chino Copper.—Announced July produc- 
tion of 7,343,767 Ibs., compared with 7,193,- 
262 in June and 6,924,457 in May, 1917 


Cons. Ariz.—Closed down in 1914, has 
been able to pay off $300,000 floating debt, 
improve its plant, increase capacity and ac- 
cumulate ample working capital. In addi- 
tion, dividends have been inaugurated. Pro- 
visions are also being made for further 
smelter improvement, which will cost about 
$500,000 before the year ends. 


Granby Cons.—It does not seem to 
be a serious calamity for the stockholders that 
the original mine holdings centering around 
Phoenix and Grand Forks in British Co- 
lumbia are petering out and that the man- 
agement must seek new mines. In the 
meantime over $6,900,000 has been spent in 
property acquisition and development and 
plant construction. At this time Granby 
stands more largely as a manufacturing con- 
cern than ever before and with interests 
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reaching into Alaska. The company has an 
investment in coal properties and a steam- 
ship line, and upon the completion of pres- 
ent plans will be in position to make its own 
coke at Iess than $5 a ton, against a much 
higher price now being paid. 


Inspiration—The outlook at this com- 
pany’s mine brightened considerably during 
the last two weeks of August. Mining op- 
erations were resumed Aug. 24 and the con- 
centration plant has commenced operating. 
It is hoped to have an output approathing 
normal by the end of September. 


Kennecott Copper.—There has _ been 
a shrinkage of over $3,000,000 in the in- 
vestment in 195,500 shares of Utah Copper 
Co. made in 1917 at an average price of 
$109.376 per share. This was the stock 
which Kennecott bought chiefly from J. | 
Morgan & Co. and others in order to bring 
its holdings more nearly to a working ma 
jority and which increased its ownership to 
600,004 shares of Utah stock. 


Miami—Some of the striking miners re- 
turned to work during the latter part of 
August. The total output for August only 
approximates 260,000 Ibs. of copper owing 
to the limited time that operations were 
under way during the month. It was stated, 
however, that since then about 50% of the 
men returned, so that production for Sep- 
tember should be considerably greater. Of- 
ficers of the company say they hope by the 
end of September to have output at almost 
normal, although on account of the uncer- 
tainty of the labor question nothing definite 
can be stated. 


Nipissing.—Silver production in July by 
this company totaled 344,925 ounces, valued 
at $272,490. Shipments were 314,283 ounces. 
of an estimated net value of $295,495. As 
sets in cash and bullion, which amounted to 
$2,150,555 Dec. 31, 1916, have since increased 
approximately 33%, and an extra dividend, 
to be declared at the stockholders’ meeting 
in September, is considered not improbable 


U. S. Smelt., Ref. & Min.—The Mexican 
properties of this company are nearly back 
on a normal producing basis just as silver 
reached the highest point in 25 years. In- 
cluding custom tonnage, the company is 
outputting at the rate of nearly 12,000,000 
ounces of silver a year. In 1916 the average 
price of silver was 65.6 cents an ounce and 
United States Smelting received 65.4 cents 
an ounce on the average. The price is 23 
cents higher and the production consider 
ably greater. Silver profits are running at 
the rate of $2,000,000 greater than for 1916 
Lead is selling at 11 cents, an increase of 
approximately 4% cents a pound over the 
1916 average. Including custom ore United 
States Smelting’s lead production is running 
at the rate of 125,000,000 pounds a year, or 
better than 20% ahead of the 1916 record 
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Mining Inquiries 





Amortization Value of Chino 

Chino, on the basis of present estimated re- 
serve tonnage, placed at approximately 95,- 
000,000 tons of copper containing an average 
of 1.656% copper has a life of over thirty 
years. Chino has an _ estimated surplus 
of approximately $15,000,000, which is equal 
to about $15 a share. If the stock was pur- 
chased at its present price of around -$53, 
there would remain $38 to be amortized in 
thirty years, after deducting the pro rata 
surplus per share of about $15. Thus, Chino 
would have to earn $1.27 on account of prin- 
cipal each year to amortize the total within 
thirty years. In addition to this it would have 
to earn a net return of 10% on the capital 
invested, namely $53, or $5.30 per annum. 
This means that a total of $6.57 per annum 
must be earned by the company in order to 
amortize the stock at its present price and pay 
a return of 10% to the investor on his money. 
On the basis of 15c copper, Chino should be 
able to earn on the average about $6.60 per 
share and on 20c copper, approximately $10.85, 
so it appears that Chino’s present price of 
around $53 is reasonably low from the in- 
vestor’s standpoint. But this can be regarded 
only as a mean and account must be taken of 
the probability of fluctuations on each side of 
this mean. 

In view of the fact that the market is now 
in an extremely uncertain state, under the 
influence of fears as to the effect of price 
limitation and excess profits taxation, both 
of which measures will have a direct and im- 
portant bearing on the earnings of the Chino 
Co., we rather expect lower prices for the 
stock. You should place a stop loss order on 
your commitment so that your risk of a further 
loss will be limited to not more than three 
points and you should be ready to take ad- 
vantage of a rally in the stock to close out 
unless there are definite indications of an 
early peace. If the copper stocks go much 
lower, we would be inclined to regard 
definite peace prospects as bullish, for 
with the coming of peace in the very 
near future, the menace of heavy excess 
profits taxation and price limitation would be 
lifted and the industrial companies which have 
piled up such enormous war earnings would be 
in a very strong position to face any unfavor- 
able change in economic conditions which 
might result from peace. 


A Promising Gold Mine 


United Eastern is a young gold min- 
ing property of considerable promise. The 
company is now earning at the rate of about 
$1.00 a share per annum and on July 6, it 
declared its first dividend amounting to Sc 
a share, payable July 30. At the time of 
the payment of this dividend it was stated that 
the company was about to clear up all in- 
debtedness and would have a cash surplus. 

The first semi-annual report of the com- 
pany covers the six months to June 30, and 
shows net profits of $491,000 for the period. 
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A total of 37,566 tons of ore was treated, hav- 
ing a gross value of $793,497 or $21.12 a ton 

e consider the outlook for this property 
very promising and regard the stock as an 
excellent gold mining speculative investment 
It is worth holding for the long pull. 


Chile Attractive for Long Pull 
Generally speaking, we are advising against 
purchases until the situation clears. Under 
the circumstances, it would not be advisable 
for you to buy Chile, although the stock is 
now selling comparatively low and is un- 
doubtedly attractive as a long pull. 








A Case of Manipulation 

Big Ledge Copper is a very risky specu- 
lation. Mining experts who have examined 
this property regard it as having certain 
merit, but it is almost altogether in the 
prospective stage and we think that the 
current price of the stock fully discounts the 
value of the properties on the basis of de- 
velopments to date. The company has just 
announced the doubling of the capital stock 
and the issuing of 200,000 additional shares, 
which will be offered to present stockholders 
at $2 a share. The remaining 100,000 shares 
will be placed in the treasury. Big Ledge has 
always impressed us as more of a stock sell- 
ing proposition than a legitimate mining de- 
velopment proposition and the indications have 
been all along that certain interests have been 
paying suspiciously close attention to the mar- 
ket for the stock on the New York Curb. 
Last year this issue was manipulated to an 
unreasonably high price and a great many 
people were induced to buy the stock at be- 
tween $5 and $7 a share, on the strength of 
reports which were undoubtedly greatly ex- 
aggerated, to say the least. Manipulative tac- 
tics may be resorted to again to create a higher 
market for -the stock but our experience is 
that outsiders very seldom gain by buying a 
stock on possibilities of a manipulated specu- 
lative rise. Intrinsically it is doubtful if Big 
Ledge is worth its »oresent selling price. As 
a matter of course the company cannot expect 
to sell stock at $2 a share when it can be 
bought in the open market for less. 





Investment vs. Speculation 


E, J. M., St. Louis, Mo.—Philadelphia Co 
is an entirely different proposition from United 
Rajlways Investment, common stock, in that the 
latter is pure speculation whereas the former 
has a great deal of investment merit. In buy- 
ing United Railways investment, common, you 
would assume a far greater risk of losing your 
entire capital than would be involved in pur- 
chasing Philadelphia Co. For the present at 
any rate we advise you to retain your Phila- 
delphia Co. stock. Although an advance in its 
price would act favorably on the price of 
United Railways Investment common there are 
other considerations regarding the latter stock 
which make it appear in an unfavorable light 
at present. 























Causes of 


Rebuilding American 


Chicle 


the Slump and What Is Being 


Done to Regain Lost Ground—How 
Its Securities Should Be Regarded 

















Pres. Darwin R. James 


By BARNARD POWERS 





HE: Romance of Chewing Gum 
sounds more like the title for 
one of the Charles Chap- 
lin episodes than the story of 
the inception and growth of a great 
business. Yet the tale of the develop- 
ment of the chewing gum industry in 
this country is a real romance of industry, 
an industry which started fifty-one 
years ago with an initial working cap- 
ital of thirty-five dollars and which has 
developed into a gross volume of more 
than $60,000,000 per annum. Fifty 
years ago the small amount of gum con- 
sumed in the United States was either 
of the spruce variety or made from a 
paraffine base. The use of chicle, the 
gum of the Zapote tree, which grows 
abundantly in Mexico, was brought 
about in the United States indirectly 
through one Antonio Lopez de Santa 
Anna, a cunning and restless Indian, who 
was born in 1795 in the state of Vera 
Cruz, in the ancient city of Jalapa, Mex- 
ico. 





An Interesting Personality 


The story of the life of Santa Anna, 
his plots, successes, defeats and counter- 
plots, makes a tale of adventure in itself 
equalled only by the legends of the 
Spanish Main, but Santa Anna appears 
only briefly in this account. In 1866 
Santa Anna was in the midst of one of 
his periodical reverses and had sought 
refuge in the home of an old friend, one 
Dr. Gabor Naphegi, who then lived in 
a quaint old house at Snug Harbor, 
Staten Island. Santa Anna, though 
seventy-one years old, was planning his 
final expedition to regain control in 


Mexico. To his Staten Island home Dr. 
Napeghi one day brought a friend, one 
Thomas Adams, Jr., then a man in the 
prime of life, who, after having served 
in the Civil War as a field photographer, 
had acquired what in those days was 
regarded as a considerable fortune. 

After dinner Santa Anna, continuing 
a conversation which had greatly inter- 
ested Mr. Adams, invited the latter to 
look at some souvenirs which the old 
Indian had collected in his adventures. 
While they were talking, Santa Anna 
went to the drawer in a mahogany 
bureau and, taking out a lump of a 
light brown substance, bit off a piece 
and commenced to chew it. Mr. Adams 
asked what it was and Santa Anna re- 
plied “chicle,” the gum of a tree very 
common in Mexico. 

Mr. Adams became greatly interested 
in this new substance, as he thought he 
saw in it a substitute for rubber. 


For Artificial Teeth 


He obtained a good-sized sample oi 
chicle from Santa Anna and took it to 
a friend who was a chemist. The latter 
expressed the opinion that chicle might 
be used as a base for artificial teeth. 
For more than a year the chemist and 
a manufacturer of dental supplies exper- 
imented along those lines, to no avail, 
and it was during that experimental 
period that Mr. Adams conceived the 
idea of using chicle for a chewing gum. 
The elder Adams told his son that it 
was out of the question to expect to build 
up a business in chewing gum, but the 
younger man was enthusiastic, and de- 
termined to make the attempt. 
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The first place of manufacture of 
chicle chewing gum in this country was 
a little white house on Palisade Avenue, 
Hudson City, now a part of Jersey City, 
and immediately opposite the Jersey 
City High School. The original capital 
was $35,-and the three Adams, the elder 
and his sons Thomas and John D., 
started together to test the new idea. 
They reduced the gum to a workable 
form by boiling (the idea of sweeten- 
ing and flavoring came later), and 
kneaded and pulled it somewhat in the 
manner in which molasses candy is 
pulled. The pulled strips were placed on 
a board and pressed into round rolls by 
a two-handled roller—a sort of flat roll- 
ing pin. Then it was cut up into pieces an 
inch long, and hardened by dropping into 
cold water. About 100 pieces were 
packed loosely in a box, and the first 
chicle chewing gum was ready for 
market. 

Success and Discouragements 


From the first the new gum “took” 
with the local public, and the little bus- 
iness grew rapidly aided by the hardest 
kind of hard work on the part of the 
Adamses. In 1871 Thomas Adams & 
Sons patented the process of making 
chewing gum from chicle, and the patent, 
which lasted for 17 years, gave them 
ample opportunity to develop machinery 
and improved methods of manufacture. 
In 1873 the infant industry seemed at 
the point of extinguishment—in fact, it 
did go into a period of suspended ani- 
mation—because the supply of chicle 
ran out. Young Thomas Adams return- 
ed to his old employers, Goddard Bros.., 
but when the supply of chicle was re- 
stored, returned to his father’s factory, 
which had never been entirely closed. 
From that time on the story of the 
Adamses was the story of the growth 
of the gum business which they had 
commenced, until it became national in 
scope. The elder Thomas Adams died 
in 1905, but his three sons survived him. 
The second Thomas Adams is chairman 
of the Board of Directors, and Horatio 
N. and John D. are members of the 
board of the American Chicle Company. 


Amalgamation of Companies 
In 1899 the American Chicle Co. was 


formed as a consolidation of W. J. White 
& Son, Cleveland, Ohio; Adams & Sons, 
Brooklyn, N. Y.; Beeman Chemical Co., 
Cleveland, Ohio; J. P. Primley, Chicago, 
Ill.; Kisme Gum Co., Louisville, Ky.. 
and the S. T. Britton & Co., Toronto, 
Canada. In 1914 the company acquired 
by purchase the .Sen-Sen Chiclet Co., 
and in 1916 the American Chicle Co., 
Inc., of New York, was formed with 
2,000 shares of stock of no par value, 
all of which was owned by the Ameri- 
can Chicle Co., to purchase the Sterling 
Gum Co. The purchase price included 
$700,000, of which $400,000 was in cash 
and the balance in notes running for 
one and two years. 

For many years the American Chicle 
Company flourished exceedingly, as in- 
dicated by the table herewith, showing 
earnings before the slump in 1915. The 
preferred paid regularly 1% per cent 
and the common has paid dividends as 
follows: In 1899, 1% per cent; 1900, 9 
per cent; 1901, 8 per cent; in January. 
1902, 2 per cent; in April, 1902, 1 per 
cent was paid, and monthly dividends of 
1 per cent were paid regularly on the 
common stock until May, 1906, when 
extra dividends were continued at the 
rate of 1 per cent every two months, 
which were continued up to and includ- 
ing 1913. In 1914 20 per cent was paid 
on the common, in 1915 11% per cent, 
and in January of 1916 1% per cent. 


none since. 
Cause of the Slump 


It seems incredible that an old and 
successful company should show in one 
year a decline in earnings such as is 
represented by the 2.92 per cent on the 
common shown for 1915, as contrasted 
with the 17.54 per cent in 1914, and the 
23.53 per cent in 1913. In this connec- 
tian a word of explanation is necessary. 

Most corporations are like most indi- 
viduals, too much success is fatal, and 
dry rot ensues. For many years, pro- 
tected by its patents, the American Chicle 
Co. dominated the chewing gum world, 
and later, when the patents began to ex- 


pire, it used its ample resources to 
absorb formidable competition as it 
arose. It became like a corpulent indi- 


vidual, easy-going and satished. When 
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it finally encountered vigorous competi- 
tion which could not be suppressed and 
refused to sell out, the American com- 
pany cracked under the strain. As the 
result an entirely new management was 
put in charge somewhat more than a 
year ago, and the new president, whose - 
photograph appears at the head of this 
article, started in at once in a vigorous 
advertising and selling campaign to win 
back the lost ground. 

As a result the sales of the company 
have increased greatly in the last 
eighteen months, and its financial posi- 
tion has correspondingly improved. It 
is the intention of the management to 
accumulate enough cash to enable the 
company to finance without being too 
much dependent upon the banks. As the 


very large for a company whose capital 
stock totals only $11,000,000 

American Chicle has made substantial 
progress towards recovering the ground 
which it lost under the old regime, but 
still has a long way to go before it will 
occupy the position of dominance which 
it held a decade ago. Sales this year are 
substantially ahead of last year’s sales, in 
the case of some brands, showing a gain 
of nearly 100 per cent, but the factors 
of high labor and materials costs will 
prevent anything like that increase in 
net profits. Last year’s earnings on the 
common were equal to 4.84 per cent, and 
the management limits itself to stating 
that the results this year should show 
better. Much will depend upon the course 
of sales in the last quarter of the cur- 








TABLE I 
DIGEST OF AMERICAN CHICLE’S EARNINGS FOR THE LAST EIGHT YEARS 


1909 1910 1911 


Gross profits . 


. - $1,530,000 $1,702,844 $1,685,224 $1,624,189 $1,591,793 $1,638,063 


1912 1913 1914 1915 1916 


$548,934 $727,527 

















RR eed eT eek 075 135,165 160,082 
Net profits .....$1,530,000 $1, 702,844 $1,685,224 $1 624,189 $1,591,793 $1,582,988 $413,769 $567,445 

Per cent on com... 22.50 5.08 24.37 23.53 17.54 2.92 4.84 

Pfd. dividends... 180,000 _ 190.000 180,000 180,000 180,000 180,000 180,000 

Com. dividends... 1,080,000 1,080,000 1,080,000 1,080,000 1,080,000 1,380,000 920,000 120,000 
Total dividends $1,260,000 $1,260,000 $1,260,000 $1,260,000 $1,260,000 $1,560,000$1,100,000 $300,000 

Year’s surplus... 2.700 442,844 425,224 382,189 331,793 | 22,988 *686,231 267,445 
* Deficit. 





result of the unsatisfactory 1915 year 
the company’s notes and accounts pay- 
able increased from $44,491 in 1914 to 
$186,340 in 1915, and again to $985,486 
in 1916, while working capital as of De- 
cember 31, 1916, stood at $2,635,652, as 
contrasted with $4,805,614 as of Decem- 
ber 31, 1914. 
Capitalization 

American Chicle has $11,000,000 stock 
outstanding, and a bonded indebtedness 
of $2,288,000, while payable on De- 
cember 31 last, totaled $985,486. The 
former management followed the 
policy of paying out most of the yearly 
earnings in dividends instead of build- 
ing up a strong position against ad- 
verse developments. The considerable 
item of “good-will, patent rights, trade 
marks,” which totals $8,155,897, looms 





rent year, and in reference to that, the 
outlook is very encouraging. 

President James said to the writer 
that the interest charges and preferred 
dividends may be regarded as secure, 
but while the company could pay some- 
thing on the common at the present 
time the management is more interested 
in placing American Chicle in a very 
strong financial position than in resum 
ing common disbursements. Selling a‘ 
around 70 and paying 6 per cent, th 
preferred stock yields approximatel\ 
8% per cent, and presents a rea 
sonably attractive industrial preferred in- 
vestment. The common, 53 bid and 55 
asked, is frankly in a speculative posi- 
tion at this time, its future depending 
upon the ability of the present man- 
agement to regain more of the grounc 
that has been lost. 





























Unlisted Security Notes 





American Steamship.—Notice has been is- 
sued to holders of bonds that the Illinois 
Trust & Savings Bank as trustee has on 
hand a sinking fund applicable to the pur- 
chase of the bonds. Bids will be received 
by the bank mentioned for the sale to it 
of an amount approximating $384,000 until 
noon Sept. 10 at its office in Chicago. 

Automatic Straight Air Brake.—Owns 
a new air brake that is understood to 
have proved successful in both steam and 
electric train control, has been incorporated 
with $5,000,000 pfd. stock and $20,000,000 
common. 

The company has arranged to have its 
brakes made by others until after the war, 
when it will construct its own plant, probably 
upon the New York Central or the Erie R. R. 
It is considering locations. 


Bacon (W. & A.) Co.—Whose department 
store business has been placed in the hands of 
a receiver, has filed in the United States Dis- 
trict Court at Boston, an offer of 33 1-3% cash 
prior to adjudication in bankruptcy, this offer 
being made to unsecured creditors, of whom 
there appear to be about 1,600. Schedules 
filed, show liabilities to be $712,198, of which 
$574,615 is unsecured. Assets remain un- 
ascertained, stock in trade and book accounts 
being unknown. Cash on hand is given as 
$5,126. 

Baragua Sugar Co., Pittsburgh.—Sept. 5, 
1917, filed notice at Dover, Del., of an in- 
crease in capital stock from $3,750,000 to 
$20,000,000. 

Bethlehem Chile Iron Mines.—On Sept. 
4, 1917, filed notice at Dover, Del., of an in- 
crease in capital stock from $4,000,000 to 
$10,000,000. 

Breitung Iron Co—The Michigan Securi- 
ties Commission Sept. 3 authorized one of 
Michigan’s largest mining mergers, when it 
issued a tentative order permitting the new 
$20,000,000 Breitung Iron Co., combining all the 
Breitung ore properties in northern Michigan, 
Wisconsin and Minnesota, to sell $1,500,000 of 
notes in that state. 


Electric Bond & Share Co.—Preferred 


stockholders have been notified that they 
be allowed to subscribe to one share of new 
preferred stock for each eight shares oi 
preferred now held. Subscription will be 
at par, $100, the total amount being 10,000 


shares. Payments will be due one-half on 
Sept. 20, 1917, and one-half on Dec. 20, 
1917. At the time of final payment an ad- 


justment will be made between interest at 
the rate of 5% per annum upon the first 
installment and dividends at the rate of 6% 
per annum on the stock. Warrants will be 
issued by the treasurer. 

Hartman Bros., Inc., N. Y.—On Sept. 4, 
1917, filed notice at Albany, N. Y., of an 
increase in capital stock from $500,000 to 
$1,000,000. 

Jones Bros. Tea Co., Inc.—Sept. 4, 1917, 
announced the declaration of an initial divi- 
dend of 50 cents a share on the common, 
payable Oct. 15 to stock of record Oct. 1. 

Lake Superior Corp.—Shows net earnings 
amounting to $5,323,005, year ending June 
30, compared with $3,503,471 previous year, 
or an increase of $1,819,534. After deduc- 
tions for interest charges, depreciation, sink- 
ing fund, etc., there remained a surplus of 
$429,258, against $358,718 previous year. 

Sperry Flour Co—Announces that the 
common stock be placed on an 8% annual 
basis, the first payment at the new rate to 
be made Sept. 30, 1917. In 1916 the com- 
pany paid regular quarterly dividends on 
the common of 50 cents a share, with an 
extra at Christmas, making an annual rate 
of 24%. On March 31, 1917, the regular 
quarterly dividend was increased to 75 cents, 
or 3% per annum. The fiscal year ended 
June 30, 1917, was the most successful in 
the company’s history. Sales during the 
year totaled 2,000,000 barrels of flour. 

Weyman-Bruton Co.—Sept. 5, 1917, an- 
nounced that it had declared the regular 
quarterly dividend of 3% and an extra divi- 
dend of 2% on the common stock. Regular 
quarterly 1%% dividend on the preferred 
stock was also declared. Dividends are pay- 
able Oct. 1 to stock of record Sept. 17. 








MARKET STATISTICS 


Dow Jones Avgs. 50 Stocks a 

20Inds. 20 Rails High Low Total Sales issues) 
Monday, Aug. 27........ 88.40 91.13 18.59 77.94 291,100 168 
Tuesday, = ie canve 86.12 90.26 77.95 76.58 469,500 195 
Wednesday, “ 29........ 85.95 90.53 16.75 76.98 503,300 198 
Thursday, “ 30........ 84.51 89.87 76.49 75.50 354,700 180 
Friday, way Teena 83.40 89.45 16.77 74.49 782.500 221 
Saturday, | See STOCK EXCHANGE CLOSED. 
Monday, Sates STOCK EXCHANGE CLOSED (Labor Day). 
Tuesday, i See 81.20 87.06 75.75 72.82 227 
Wednesday, “ 5........ 83.66 87.93 14.87 72.73 975,500 236 
Thursday, “ 6........ 83.42 87.88 75.18 73.86 615,600 194 
Friday, ae See 83.49 87.91 74.75 73.42 574,100 19 
Suurday, © 8........ 83.18 87.84 74.53 73.52 300,900 1 
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The Present Position ‘of the Market 


Relation of Average Current Prices to the Principal Price 
Swings of Recent Years—Will the Bear Market Continue? 





By THOS. L. SEXSMITH 





HOSE who are interested in the 
market are at all times con- 
cerned in knowing whether 
a bear or bull market is in 

progress, or which of these two may be 

in the course of preparation. To many, 
however, the use of the word “prepara- 

tion” in connection with the making of a 

bull or bear market may seem strange. 

Nevertheless its usage is quite correct, 

and if the necessary study is given to the 

subject it will readily be seen that very 
few movements of importance in the 
market occur without good and sufficient 

— having first taken place. 

he declines of the fall of 1916, the 

early winter of the present year, the 
March-April reaction which ran well 
into May, and the violent break in the 
market which is of too recent memory 
to need recounting, all of these together 
have had the effect of pretty well con- 
vincing the most optimistic that a real 
bear market is on in full swing. 

It is not essential that we go back 
very far to get a true perspective on 
the present position of the market. Our 
beginning may well be the time of the 
re-opening of the Stock Exchange in 
December, 1914, after the long shut- 
down due to the outbreak of the war. 
Business was not in a flourishing con- 
dition, nor did optimism run high when 
the exchange governors decided to risk 
a renewal of unrestricted trading. The 
low point reached by the 50 stock aver- 
ages during the month of December, 
1914, was around 59, a little more than 
one point above the low made on the 
30th of the preceding July, the last day 
of trading on the exchange prior to its 
close. For the first three months fol- 
lowing the resumption of business on 
‘change these averages held between the 
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low of the opening month, 59, and 65. 
Only towards the end of the fourth 
month did they break out of this range, 
going very near 66. The first real ad- 
vance came during the fifth month, Apri!, 
1915, when the averages made a high 
point at fractionally under 74. 


A Wonderful “Bull” Year 


But speaking in a broad sense, the 
whole year 1915 was a “bull year” in 
securities and business generally. Every- 
thing quotable started to go up early in 
the spring, some moved with great force 
and swiftness, others more cautiously, 
but a glance at the price records of com- 
modities, as well as of stocks, will show 
the unmistakable upward trend. The 
fortunate position of America in the 
World War was the basis of the great 
prosperity which spread quickly to all 
parts of the country, bringing recor 
high prices to farmers on top of recor: 
large crops (an hitherto unheard of co- 
incidence), and flooded all kinds of 
manufacturing corporations with mil- 
lions of dollars’ worth of urgent orders, 
practically at the asked prices. Buyers 
were in such great haste for wanted 
goods that capital was readily furnished. 
where required, to erect new plants, in- 
stall machinery, and purchase raw mate- 
rials. When the results of these 
extraordinary happenings and_ recor 
activity began to manifest themselves in 
monthly earnings returns, the stock mar 
ket began to respond to the new, and im 
proved condition of affairs, and the great 
bull market of 1915 was the result. 


Distribution Begun in 1915 


The early distributive period of the 
present market cycle n in the fall 
of 1915, as stated, and did not end unt! 
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early in the spring of 1916. Then, after 
a sufficient preparatory period, during 
which a comparatively unimportant re- 
accumulation of stocks was carried on 
by the more powerful market interests, 
a second upward swing occurred in the 
late summer and fall months of the year 
1916. This swing to higher levels, part- 
ly because of the advertisement of bull 
market possibilities, furnished by the 
previous movement, and partly, perhaps, 
because of the fact that it was led by 
the most popular of all public favorites 
in the whole list of stocks, U. S. Steel, 
common, attracted a far greater public 
following than that which rallied to the 
first bull move, and as a consequence, 
when the distributive process was again 
resumed around the top levels of the 
movement late in September, the public 
simply ran away with the market, and 
in spite of the heaviest kind of unload- 
ing, kept it boiling over and climbing 
upward for nearly three months. 

But, finally, towards the middle of De- 
cember, even a hungry public apparently 
had a-plenty. The famous “peace inter- 
view” of that month found a decidedly 
weak technical market situation, and in 
a few days all the gain of the summer 
and fall upward movement was lost in a 
frantic decline. The November high 
point for the 50 stock averages was 
above 101, 42 points up from the low of 
two years before. The break in the fol- 
lowing month, on peace talk as we were 
told at the time, was to under 84. To 
use a common yet expressive phrase, “it 
was some break.” And so it was, but it 
was still to be added to considerably at 
the time of the “unrestricted U-boat war- 
fare” announcement on February 1, 1917. 


Graphic Shows Regular Trend 


If the monthly graphic mentioned 
earlier in this article is referred to, and 
the reader will draw a pencil line from 
the top of the month of October, 1915, 
touching the top of June, 1916, and con- 
tinues the line down through the remain- 
ing space, it will be seen that outside of 
the important incident of the sharp up- 
ward swing of September, October and 
November, 1916, and the even sharper 
downward drive of December, the big, 
broad movement of the average prices 


has been in the nature of a gently graded 
downward drift, on the top, generally 
speaking, of one of the largest and most 
important upward surge (especially so 
in the case of industrials) in the whole 
of market history. 

To go back again to the opening 
paragraph of this article, we find in 
a realization of the magnitude of the dis- 
tribution of stocks effected during the last 
twenty-three months sufficient prepara- 
tion for a continuance, with the necessary 
bullish interruptions, of the grand general 
downward movement begun in October, 
1915, renewed in November, 1916, and 
so recently again in evidence. 


End of Bear Market 


But let it be understood that bear mar- 
kets, as well as bull markets, end some- 
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time. The fact that we have already had 
so long a period of bearish activities is 
promise in itself that the end is drawing 
near. Just about the time when you and 
I are about ready to become discouraged 
to the point of utter pessimism, and make 
up our minds to throw over the very se- 
curities which, by the practice of no one 
knows what form of severe sacrifice we 
have so far been able to hold onto, hop- 
ing to save what we may out of the wreck, 
do not then be surprised if a day of 
breaking prices comes and our pet stocks 
not only fail to go down with the other 
soft ones, but actually gain a little on the 
day. Such will be one of the signs that 
the end is near. There will be many 


other signs—some false and some true, 
but the final break will come at last, and 
stocks will in due time be prepared for 
another upward swing. 
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Tidal Swings of the Stock Market 





By SCRIBNER BROWNE 
(Author of “How to Read the Financial Page,” Etc.) 





I—What Is Meant by Tidal Swings 








DO not know whether the term 
“tidal swings” has been used 
before in connection with stock 

market fluctuations, and that 
does not especially matter. I use it be- 
cause it expresses fairly well an idea 
which can, I believe, be more fully and 
clearly explained than has been done 
heretofore. 

As everybody knows—and many of 
us have had the fact forced home to 
us at times by rather painful experi- 
ences—stock prices are constantly 
changing, and even bond prices, sup- 
posed to be more stable, pass through 
certain long cycles of change extending 
over several years or even a decade. 





Importance to the Investor 


For example, an average of ten high- 
grade bonds sold at 109 in 1902, at 100 
in 1903, at 107 in 1905, at 88 in 1907, 
near 103 in 1909, and at 87 in 1915. In 
the ten years from 1905 to 1915, the 
value of the average high grade bond, 
$1,000 par, fell approximately $200. 

Such bonds represent the greatest 
possible safety for an investment, out- 
side the bonds of the United States 
Government and our principal munici- 
palities. They are found in the strong 
boxes of the most conservative invest- 
ors, trust estates, and savings banks. 
When we see that they fell an amount 
equal to one-fifth of their par value in 
a decade, it is useless to pretend that 
the investor can afford to neglect the 
fluctuations of prices. It is a subject 
of vital interest to everybody, and 
most of all, in many cases, to those 
who pay least attention to it and iin- 
agine themselves to be almost unaf- 
fected by it. 

Naturally, the prices of stocks have 
wider changes than those of bonds— 
since a bond represents a definite 
amount of money to be paid at ma- 
turity, while a » fs of stock repre- 
sents merely a certain fraction of par- 
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ticipation in the profits of a company 
after the bond interest has been paid. 
The profits of nearly all companies 
vary greatly from year to year and 
the prices of these companies’ stocks 
naturally vary with their profits, in ad- 
dition to being subject to many other 
influences. 

These fluctuations in the prices of 
stocks may be roughly classified as 
follows : 

(1) Small changes due to the varia- 
tions of demand and supply from hour 
to hour. These are for the most part 
dependent on the views of those per- 
sons who happen to be buying or sell- 
ing any stock at the time. 

(2) Price movements lasting from 
one to several days, due in part to the 
news which comes out during the 
period, or to the speculative condition 
of the market, or to the operations of 
big traders or investors. 

(3) The “minor swings,” which may 
last anywhere from a week to a month 
or even several months. By this term 
is meant general movements of the 
market for many stocks together. 
Some of these stocks will move widely, 
some only a little, with all degrees be- 
tween. Other stocks may at the same 
time remain almost motionless and 
some may even be moving counter to 
the general market. 

The more important of these minor 
swings are shown on the graphic of 
stock prices which appears with this 
article. 

(4) The “tidal swings,” lasting from 
one to five years, and carrying the 
market as a whole over a wide range 
of price changes. 

Some will deny the “tidal” charac- 
ter of these swings. That is, no one 
can deny that these long swings of 
prices do as a matter of fact take place, 
but some will assert that they have no 
regularity and are due merely to the 
changes in business and investment con- 
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ditions which happen to be occurring at 
the time. 

It is quite true, certainly, that 
these swings of the market show no 
such exact mathematical regularity as 
the tides. They are based on laws of 
economics, not of mathematics or of 
astronomy. The tides are in conditions, 
not in time. 

I think the existence of the tidal 
swings, as well as some of the condi- 
tions which contribute to cause them, 
will become evident as we proceed. In 
the mean time, a glance at the graphic 
herewith will serve to show what is 
meant by the term and what has been 
the general character of these swings 
for the last fifteen years. 


What the Graphic Shows 


The graphic shows the principal 
movements of a daily average of the 
prices of twenty and fifty stocks. Ow- 
ing to the constant changes in cor- 
porations, it is impossible to select any 
representative group of stocks which 
can be used throughout the entire 
period. 

The average of twenty railroad 
stocks, which has been faithfully kept 
up by the Dow-Jones Bureau for 
many years, fairly indicates the swings 
of the market down to the beginning 
of the war; but since then it has ceas- 
ed to be representative. Therefore, an 
average of fifty stocks, twenty-five 
rails and twenty-five industrials, 
which has been compiled daily by the 
New York Times since 1912, is ‘used in 
the last six years of the graphic. 

The diagram shows eight of these 
swings in full, with a part of another 
—the upward swing which ended in 
September, 1902. The extreme points 
which may be taken as separating the 
swings occurred in the following 
months : 

September, 1902. 

October, 1903. 

emo 1906. 

ovember, 1907. 

August, 1909. 

July, 1910. 

October, 1912. 

September, 1914. 

November, 1916. 
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The lowest point of 1914 is taken as 
September, while the Stock Exchange 
was closed. It is, of course, impossible 
to say just when the lowest prices 
would have been made if the exchange 
had remained open. They would prob- 
ably have been as low as those of 1907, 
and would very likely have been made in 
August, when the first crash came. 
The lowest curb prices for most stocks 
were made in September and October. 

I doubt if any one can look over this 
graphic and reach the conclusion that 
these broad swings of the market were 
purely the result of chance. The opera- 
tion of some sort of law or laws 1s al- 
most self-evident. 

Even in the matter of duration there 
is more regularity than would be ex- 
pected. It might be supposed that 
economic forces would have little to 
do with time. In some periods’ they 
might naturally be expected to work 
rapidly and powerfully and at other 
times slowly and gently. But we find 
the duration of these swings of the 
market to have been as follows: 


Bull markets: 


2 years, 3 months. 

1 year, 9 months. 

2 years, 3 months. 

2 years, 2 months. 
Bear markets: 

1 year. 

1 year, 11 months. 

11 months. 

1 year, 11 months. 


In connection with the bear markets 
it should be noted that the principal 
part of a bear market, during which 
prices fall rapidly, usually lasts not 
over one year—for example, Decem- 
ber, 1906, to November, 1907; August, 
1909, to July, 1910; October, 1912, to 
July, 1913. 


Where We May Look for Causes 


Where may we reasonably look for 
the causes of these great tidal move- 
ments of prices? 

The market itself, in the sense of the 


records of transactions, gives us four 
kinds of data—and four only: 

(1) Prices. 

(2) The number of shares sold at 
each price, or within any period. 

(3) Time; that is, the approximate 
time at which each transaction takes 
place, or the number of hours, days, 
or weeks which elapse between a low 
price and a high price, between two 
high prices, etc. 

(4) The relations between the 
above data for different securities, or 
for different classes of securities. 

The thousands of newspaper col- 
umns which are written every year in 
regard to the “character” or “condi- 
tion” of the stock market—as — dis- 
tinguished from news announcements 
or the effect of rumors—are all based 
upon the conclusions of the writers 
drawn from the above four factors. As 
is well known, such conclusions are 
apt to vary widely. 

Every permanent holder of a share 
of stock has in view the return on his 
investment in the form of the divi- 
dends he is getting or hopes to get; 
that is, the per cent. his money earns 
or will earn. But the “money rate” 
represents the same thing on money 
loaned, and the yield on a bond repre- 
sents the same thing again on money 
invested in that bond. Evidently we 
may find some interesting relation- 
ships “here. 

As to business conditions, the earn- 
ings on any stock—and through the 
earnings, eventually, the dividends— 
depend very largely on the activity of 
business ; so there is manifestly a con- 
nection between that and the return 
the investor will get on the money he 
has in stocks. 

It will be observed that none of the 
above factors go to the bottom of the 
matter. That is, I have mentioned a 
number of factors which are interde- 
pendent—each one may reasonably be 
supposed to influence the others—but 
I have not mentioned any primary 
cause for the whole series of phenomena 


The next article will discuss the question of how prices are made, demand 


and supply, the influence of manipulation, etc. 
































Technical and Miscellaneous Inquiries 





Broker’s Responsibility for Margin Calls 


Q.—Please let me know if a brokerage con- 
cern has a legal claim on a customer for stock 
bought on margin if it neglects, through mis- 
take, to notify the customer for a period of six 
months that it had bought the stock and the 
account in the meantime has been closed, so 
that there is no margin now on that particular 
stock whatever. 

Now will you please let me know if this 
is not a clear case of negligence from a legal 
point of view, and whether or not they can 
compel me to pay them for that stock? 

Ans.—This shows extreme laxity on the 
part of the brokerage firm and under the laws 
of the state of New York it is necessary for 
them to send you a written notice of the pur- 
chase, showing from whom it is purchased 
and even the time of day at which the purchase 
was made, within a reasonable time. We do 
not think that they could hold you to this pur- 
chase unless there are other elements connected 
with the transaction about which we have no 
knowledge. 

Under the circumstances it would seem ad- 
visable for you to write them a letter, sending 
it by registered mail, return receipt requested, 
calling attention to their laxity and disclaiming 
the transaction under the conditions in which 
it was done, for you would have had, no doubt, 
an opportunity to get out of the transaction 
without the present loss had you been in- 
formed of the purchase by the firm in question. 

The one element which enters into the situ- 
ation against you is that you never followed 
up your original order, either for cancelling 
or for finding out if the stock had been pur- 
chased. 


Net Bond Yield 


Q.—What is the net return to an investor 
living in New York state paying the new 
state tax on bonds but regardless of any other 
income tax on Canadian Government 5s 1931 
at present market. 

Ans.—The New York Investment Tax law 
imposes a tax of $2 per year on a $1,000 bond. 
The net yearly income, therefore, to the holder 
of one Canadian Government 5% bond would 
amount to $48, or at the rate of 4.8% on the 
par value. On the basis of the present price 
of 96 for the bonds, the yield to the holders 
who retain the bonds to maturity figures out 
at 5.206. 





Signing Certificates in Blank 


Q.—My mother, now somewhat aged, owns 
a few shares of stock, rails and industrials. 
Would it help an executor in settling her es- 
tate to have her now indorse the certificates 
and keep them in a safe deposit box? Or 
would there be no difficulty in handling them 
if she leaves them unsigned? Will be obliged 
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to you for your personal answer to this by 
mail, and if they should be indorsed, tell me 
= (signed in blank, or dated and witnessed, 
etc.). 

Ans.—It would certainly be much easier for 
you to dispose of these securities after your 
mother’s death if you had her sign them now 
and put them away in a safe deposit box. Have 
her sign the securities on the back, where the 
power of attorney is shown, leaving every- 
thing blank, except the signature which must 
appear exactly the same as on the face of the 
certificate. 

In addition to this simply have the certificate 
dated and witnessed. 

If you omit having your mother sign her 
name to these certificates, after her death it 
will be necessary for you to first prove your- 
self as executor and get the permission of the 
court to sign as executor and the certificates 
will have to be transferred twice before they 
will be in a condition for sale. 





Stops on Odd Lots 


Q.—Please answer the following inquiry 
for me. I sold 10 shares U. S. Steel com. at 
1215 on Friday, July 20, and placed a stop on 
it at 12354. To-day I received advice from 
my broker saying he had bought 10 shares in 
at 12334 on Saturday, July 21. As there were 
some 2,300 shares sold at 12354, it seems to me 
I should have had this at 12354, my stop price. 
Am I correct in my belief? 

Ans.—We believe that you were very for- 
tunate to get such a close price to your stop 
price on this odd lot. A stock to be purchased 
or sold on stop never means that you are ab- 
solutely sure of getting that stop price. 

In odd lot trading there is always a differ- 
ence of an %, %, or even % to a half point 
in the prices as compared with full or round 
lots of 100 shares each. The odd lot broker 
who does the business for the regular cus- 
tomer’s broker, to make their business worth 
while, must charge an eighth or more on pur- 
chase or an eighth or more less on sales. 

Twenty-three hundred shares sold at 12354. 
This stock may have been sold in one block 
or it may have been sold in many blocks of 
100 or 300 or more shares. 

As soon as the first hundred shares sold at 
12354 your order became a market order and 
upon your own instructions it was purchased 
at the best available price. The best available 
price was what the odd lot broker offered to 
your broker, which was % above the sales 
price. 

The situation in this case plainly shows that 
as soon as 100 shares sold at 1235 the price 
was bid for more stock and the following 
sales at 12354 were in round lots. Your broker 
could not expect the odd lot broker to give 
him the stock, only 10 shares at %& 























Wheat Surplus Artificially Limited 








By P. S. KRECKER 








LTHOUGH wheat has been defi- 
nitely removed from the specu- 
Mam lative field by passing com- 

* pletely under control of the 
Government, its statistical position 
continues to be of absorbing interest 
to dealers in other grain markets be- 
cause it will remain the basis of calcu- 
lations bearing on consumption and 
therefore on values. In the last issue 
of the MaGazINE OF WALL STREET the 
writer gave official statistics on pro- 
duction and consumption of grain in 
those countries of ster dependent 
upon surplus countries for their sup- 
plies. Herewith are given figures on 
the wheat surpluses of the latter as 
compiled by the Food Administration : 





SN nk vg ccnda te eucon 136,000,000 bushels 
PN: Bicsbaweas ck eves ,000 = 
OA dive duiceGunnaecete 81,000,000 * 
BS cen cieencs taencian 243,000,000 ° 


This is all wheat from old crops of 
1916-1917. New crops will be har- 
vested in these countries between De- 
cember and March. So far the only 
country to furnish reliable estimates 
on the next crop is Argentina. It is 
estimated officially that the new crop 
will total 240,000,000 bushels. Allow- 
ing 65,000,000 bushels for domestic 
consumption and seeding, there would 
remain 175,000,000 bushels for export. 
The North American surplus for this 
season has been officially estimated at 
208,000,000 bushels. Combined with 


the reserve supplies of the other coun- 
tries named there would be a world 
surplus out of old and new crops of 
626,000,000 bushels, not counting on 
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the surpluses from this year’s India and 
Australian production. Counting them 
in, the world surplus might easily ex- 
ceed 800,000,000 bushels, or much in 
excess of Europe’s extraordinary. re- 
quirements. The only difficulty is the 
lack of shipping to move wheat from 
surplus countries. It is significant that 
Government officials figure on only a 
small movement from Southern coun- 
tries, and emphasize the dependency 
of Europe upon the harvests of North 
America. This creates an inherently 
bullish situation in the grain markets, 
for it means that the wheat reserves 
of the world have been artificially lim- 
ited by distance. 


Larger Harvests 


However, increased harvests of all 
grains compared with indications on 
August 1, are foreshadowed by the 
Government’s crop report as of Sep- 
tember 1. The yield of Spring wheat 
is now estimated officially at 250,000,- 
000 bushels compared with 236,019,000 
the previous month, raising the com- 
bined Winter and Spring crops from 
653,366,000 bushels then to 668,000,000 
now. Corn should yield 3,248,000,000 
bushels against 3,191,000,000 indicated 
in August, while the oats crop prom- 
ises to be 1,533,000,000 bushels instead 
of 1,456,138,000 indicated last month 
The combined gain of these three ce 
real crops during the past month thus 
has been 148,000,000 bushels, which in 
this period of world shortage is well 
wotth while. The yield of Spring 
wheat per acre still is lower than the 
10-year average, being 13.1 bushels 
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against 14.0, the average. Corn is 
above the 10-year level with 268 
bushels compared with 26.0 for the past 
ten years, while oats have done still 
better, the indicated yield being 35.5 
bushels to the acre against 31./, the 
average. 

The frost date now becomes a vital 
matter because upon it will depend to 
an unusual extent the degree to which 
promise of a big corn crop will be ful- 
filled. Recent Government reports 
have shown that corn is a late crop 
and that until the end of September a 
considerable percentage will be sub- 
ject to damage by frost, notably in 
lowa, Missouri and Kansas, three of 
the surplus States of the belt. 

Strength of cash positions continues 
to be the feature of the grain markets. 
When prices soared towards the end 
of the last crop year, the bears asserted 
that this was due to scarcity of cash 
stuff in the closing months of the 
year and maintained that the situation 
would be completely changed with the 
advént of new crops. Their predictions 
have not come true and show no indi- 
cations of being realized, although 
crops, with the exception of wheat, 
are large. Oats is admittedly a large 
crop yet July, which was partly a new 
crop month, went to a big premium 
over September, and now September 
is slowly going to a substantial pre- 


mium over December. 
corn crop has not yet moved, be- 
cause not made, December corn al- 
ready is selling at a handsome premium 
over May. Were conditions normal 
the exact reverse of existing conditions 
should prevail. December oats should 
be selling over September to cover the 
cost of carrying cash oats from Sep- 
tember to December, and May corn 
should be selling over December, also 
to cover the carrying charge from De- 
cember to May. The only normal op- 
tion is May oats, which is selling about 
three cents over December, or the 
equivalent of the carrying charge, but 
it may well be doubted that May wih 
maintain a full premium over the 
nearer position. 

The explanation of this abnormal 
state of affairs in the futures market is 
two-fold. In the first place there is a 
steady demand for the cash article, 
which keeps it at a premium over fu- 
tures. Corn commands nearly the 
equivalent of wheat in the cash mar- 
kets, and the cash option, September, 
long since was closed out far under 
the market for actual corn. 


Although the 


Farmers are dissatisfied with the 
price restrictions placed on corn fu- 
tures by the Chicago Board of Trade. 
They have a higher price fixed in 
their minds for their new crop than 
$1.28. 

LT 
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Dangerous Cotton Situation 





By RICHARD S. SLATER 





EAR sentiment has been ram- 
pant in the cotton market re- 
cently, and—with occasional 
quick rallies—there has been 

a steady decline in prices. 

Conditions have undoubtedly favored 
the short side, and the bears have 
not lacked for arguments to  sup- 
port their stand. Since the first of 





July weather conditions in the belt 
have been good. The South turned to 
the short side because of improved 
crop conditions before the rest of the 





world realized that the crop was re- 
covering from its very poor start. It 
ig natural for the planter to judge the 
market as he sees the fields; but in re- 
ality the price of cotton this season 
will not be settled by the size of the 
crop. 

Those who believe in fifteen-cent 
cotton in the not distant future—and 
there are many such in the market— 
have not been forced to talk crop im- 
provement alone, however, to find a 
justification for the faith within them. 
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A better argument has been the claim 
that the absence of the foreign buyer 
is going to make it difficult for the 
South to find any one to lift the weight 
of the early moving cotton, as it has 
never been the policy of American 
mills to take advantage of conditions 
in their favor and they have usually 
been content to wait for an advancing 
market to buy on. 

The British government has not as 
yet made a move to relieve conditions 
in Lancashire by reopening the Liver- 
pool Cotton Exchange so as to give 
English importers a market to hedge 
in; although it is assuring British 
spinning interests that ships will be 
furnished to bring them the American 
cotton they so badly need. The New 
York market does not furnish an ade- 
quate hedge for cotton moving to the 
other side; but it at least furnishes a 
partial hedge, and the fact that, under 
present conditions, the local market 
must be used for this business is an- 
other bear argument. The South and 
Liverpool interests have been con- 
spicuous sellers recently. 


Abnormal Conditions 


It must be remembered, however, 
that conditions are not normal, and that 
they will not be for at least a year 
after the war is over. Thefe is less 
cotton in New York right now than 
there has been for very many years; 
and there is little or no chance of there 
ever being enough cotton in stock here 
to furnish an adequate protection for 
even the dullest contract business as 
long as the war lasts. The man who 
sells a contract to deliver cotton in 
New York in these times is surely tak- 
ing a chance. It would be the most 
simple thing in the world—providing 
the Government did not interfere—to 
corner every maturing month from 
now on until the end of the war. It 
is not to be expected that the big in- 
terests in the market will attempt any- 
thing of the kind; but there is noth- 
ing to prevent people who are in po- 
sition to take up cotton from playing 
differences between the near and the 
distant months in a manner that 


should be very profitable. The freight 
situation today is very bad indeed, and 
it is getting “no better fast.” It looks 
very much as if Northern mills are go- 
ing to have a great deal of trouble in 
getting their cotton; and there is noth- 
ing to prevent New England mills 
from buying contracts in New York, 
and demanding delivery. 

Some of the most radical bears are 
predicting prices very much lower 
than those of today, but it is very 
doubtful if their dream will be realized. 
It must be remembered that this crop 
is the most expensive ever raised ow- 
ing to the high price of labor and 
everything else. The South was the 
first to turn bearish on its crop, but if 
prices should go much lower it would 
undoubtedly make a most strenuous 
protest and claim that if the wheat 
farmer is to receive $2.20 a bushel the 
cotton farmer should receive some sort 
of Government support. The agita- 
tion in favor of the Government guar- 
anteeing a fixed price for cotton was 
started in some sections of the’ belt 
some time ago. With cotton selling 
at over twenty-five cents a pound it 
made little headway; but if cotton 
should go down to fifteen cents a 
pound, the politicians would undoubt- 
edly get busy. In times like these there 
is no telling what Washington may see 
fit to do with cotton, or any other com- 
modity. 


Narrow Market 


While price fluctuations have been 
rapid, and the tape has read as though 
it was a very busy market, in point of 
fact, the market has at all times been 
a very narrow affair. 

The situation is a peculiar one at 
best, for there promises to be a great 
difficulty in moving the crop just at the 
time when the heavy movement should 
occur. It is very possible that it may 
require some sort of governmental 
action to straighten out the situation 
so that there will at least be no fear 
of American mills being forced to close 
down with plenty of cotton in the 
South. 





